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A. Jean de Grandpré 


Report of the Directors 


For Bell Canada, 1976 was a chal- 
lenging and, in many ways, a difficult 
year. Economic growth was slower 
than expected. Anti-inflation controls 
created uncertainties and disloca- 
tions. The demand for capital to 
provide essential service facilities 
was unrelenting and, at the same time, 
competition for capital dollars re- 
mained intense. And yet, in spite of 
these and other problems, Bell 
Canada continued to grow, innovate, 
make progress and play an essential 
role in a multitude of projects, large 
and small. 


Consolidated Results 

Consolidated earnings per share and 
income before extraordinary items 
continued to improve in 1976. This, in 
a year of economic sluggishness, was 
due to a combination of effective sales 
stimulation, productivity improvement, 
higher telephone rates and firm cost 
controls. 

Consolidated earnings before 
extraordinary items amounted to 
$287.5 million or $6.45 per common 
share, compared to $266.8 million or 
$6.20 respectively in 1975. If all con- 
vertible preferred shares had been 
converted to common stock and 
warrants to purchase Bell Canada 
common stock had been exercised, 
the fully diluted consolidated earnings 
per common share before extraordi- 
nary items would have been $5.97 in 
1976, compared to $5.87 in 1975. 
Consolidated shareholders’ equity at 
1976 year-end was $56.58 per Bell 
Canada common share, compared to 
$53.89 the previous year. 

Bell Canada no longer holds a 
majority of the common shares of The 
New Brunswick Telephone Company, 
Limited, and the Maritime Telegraph 
and Telephone Company, Limited. 
Because of the magnitude of its own 
capital needs, Bell Canada did not 
paticipate in common share issues 
carried out by these two associated 
companies during 1976. As a result, 
Bell Canada now holds 41.1 per cent 
of the former’s common shares, and 
41.0 per cent of the latter’s. 


Because of these ownership 
changes, Bell Canada’s investments 
inNBTel and MT &T are now 
carried in the financial statements 
beginning on page 11 on an equity 
basis instead of being fully 
consolidated. 

Bell Canada did not participate 
in the Newfoundland Telephone 
Company’s issue of common shares in 
June, thereby reducing its holdings 
in that company from 99.8 to 78.2 
per cent. 

Common dividends were increased 
for the fifth successive year. This was 
in line with the Company’s objective 
of helping shareholders to maintain 
the integrity of their investment in the 
face of inflation, as well as making 
Bell Canada shares attractive to new 
investors. The Anti-Inflation Board 
deferred approval of a requested 
increase in April but later authorized 
the Company to raise the common 
dividend payable in October by seven 


cents to 93 cents quarterly. This brought 


the indicated annual rate to $3.72, 
compared with $3.44 previously. 

Late in January, 1977 Bell 
Canada was informed by the Anti- 
Inflation Board that it would not 
intervene if the Company decided to 
declare a further increase in the 
quarterly dividend rate from 93 cents 
to $1.02 on the common shares out- 
standing. This increase, payable on 
April 15, was approved by the Com- 
pany’s Board of Directors in February, 
bringing the new indicated annual 
rate to $4.08. 

Consolidated revenues increased 
by 12.3 per cent to $3,158.6 million in 
1976. Factors contributing to this 
result included rate increases granted 
to telephone companies during the 
year, slower but continued growth 
in both local and long distance 
revenues, and expansion in manu- 
facturing and distributing activities. 
Northern Telecom again established 
anew record level of sales, with 
revenues reaching $1,112.0 million, 
an increase of 9.2 per cent over 1975. 

Consolidated operating expenses 
and cost of sales and expenses were 


$2,456.5 million, up 13.6 per cent over 
1975. This reflected increases in 
wages and benefits for a larger 
number of employees, a continuing 
escalation in the prices paid for goods 
and services and higher depreciation 
and maintenance expenses due to the 
growth of investment in new facilities. 
The effect of these cost increases was 
offset appreciably by efficiencies 
stemming from productivity improve- 
ments. Consolidated income before 
extraordinary items improved 7.8 per 
cent from $266.8 million in 1975 to 
$287.5 million in 1976. 


Financial Initiatives 

To improve financing flexibility and 
avoid putting too much stress on the 
Canadian capital market, Bell Canada 
has taken steps to diversify its par- 
ticipation in other capital markets. 
On August 18 its common shares 
were listed on the New York Stock 
Exchange, one of thirteen on which 
they are now traded in Canada, the 
United States and Europe. A program 
to inform investors outside Canada 
about the Company has been under 
way for some time. 

During 1976 debentures were 
sold for the first time in both the 
United States and Europe. In March 
U.S.$200 million of Bell Canada 
Debentures were sold in the United 
States. This was the first public sale 
of Bell Canada debt securities in that 
country. In the Company’s first issue 
in the European debt market, U.S.$ 60 
million of Debentures were sold. 

In Canada a straight preferred 
issue of $70 million was completed 
in the fall and, following the filing of a 
preliminary prospectus in December, 
an issue of Debentures of $150 million 
was Offered in January, 1977. 


Subsidiaries 

In August Northern Telecom increased 
its equity holdings in Bell-Northern 
Research to 70 per cent through the 
purchase of additional treasury 
shares. Bell Canada holds the remain- 
ing 30 per cent. The new balance 
reflects the increased proportion of 


BNR’s research and development 
work now undertaken on behalf of 
Northern Telecom. 

Two new subsidiaries of interest 
in terms of future development and 
growth were formed during the year. 

The first of these was Bell 
Canada-International Management, 
Research and Consulting Limited 
(BCl). In recent years more and more 
foreign telecommunications organiza- 
tions have been paying Bell Canada to 
share its telecommunications expertise 
with them. In 1976, for example, Bell 
Canada undertook a million-dollar 
contract with NATO to audit its 
fourteen-nation telecommunications 
network in terms of its requirements 
over the next ten years. The formation 
of BCI will provide greater flexibility 
in serving international clients in the 
years ahead. 

The second new subsidiary is 
B-N Software Research Inc., which is 
51 per cent owned by Northern 
Telecom and 49 per cent by Bell 
Canada. It will specialize in the 
research and development of com- 
puter software as applied to the 
telecommunications industry. Because 
of the growing importance of com- 
puters in the industry’s internal opera- 
tions and the need for increasingly 
sophisticated programs for electronic 
and digital switching, the creation of 
this new company is a significant step 
in enhancing Bell Canada’s ability to 
meet the needs of the future. 


Charter Amendments 

On December 1 a Bill to amend Bell 
Canada’s charter was introduced in 
Parliament. 

One of its basic objectives was 
to raise the Company’s maximum 
authorized capital from $1.75 billion 
to $5 billion. Another was to modern- 
ize the Company’s Act of Incorpora- 
tion to allow Bell Canada the same 
range of financing options and 
arrangements that are available to its 
competitors in the financial market- 
place. These would include the 
general borrowing power already 
granted to most companies, authority 


to split the stock if desirable and 
permission to issue capital stock 
without having to obtain from the 
regulatory agency specific prior 
approval of the terms of each issue. 


Director, Executive Changes 

The dean of Bell Canada’s Board of 
Directors, Herbert H. Lank, of West- 
mount, Que., retired in April, after 
having contributed significantly to key 
corporate policies over a period of 

16 years. At the same time Donald 
McInnes, Q.C., of Halifax, senior 
partner of McInnes, Cooper and 
Robertson, retired after nine years on 
the Board. His contribution will 

also be missed. New directors elected 
were Paul H. Leman, O.C., of Outre- 
mont, Que., President of Alcan 
Aluminium Limited, and James C. 
Thackray, of Montreal, Bell Canada 
President. 

Several senior executive changes 
became effective in May. Robert C. 
Scrivener retired from Bell Canada 
and was elected Chairman and Chief 
Executive Officer of Northern 
Telecom. A. Jean de Grandpré, for- 
merly President, succeeded Mr. 
Scrivener as Chairman and Chief 
Executive Officer of Bell Canada. 

John C. Lobb resigned as Chair- 
man of Northern Telecom Limited to 
become Chairman and Chief Exec- 
utive Officer of Northern Telecom, 
Inc., with headquarters in Nashville, 
Tennessee. 

James C. Thackray succeeded 
Mr. de Grandpré as President of Bell 
Canada. Frederick E. lbey, formerly 
Vice-President (Operations Staff) of 
the Company’s Ontario Region, 
succeeded Mr. Thackray as Executive 
Vice-President (Operations), with 
headquarters in Montreal. 

Harold E. Harris, Bell Canada’s 
Treasurer since 1970, retired last 
spring after more than forty-seven 
years of service to the Company. 

Promotions to Officer rank in 
Bell Canada announced in 1976 were: 
J. Stuart Spalding, who succeeded 
Mr. Harris as Treasurer; W. Brian 
Hewat, Claude St-Onge and John E. 


Sinclair, who were appointed 
Vice-Presidents. 


Comments 

The election in November of a Parti 
Québécois administration in Quebec 
introduced another element of uncer- 
tainty into the Canadian political and 
economic scene, and investors were 
quick to raise questions about the 
impact this might have on the owner- 
ship and future prospects of Bell 
Canada. However, there have been 
clear indications that the priorities of 
the Government of Quebec do not 
include the nationalization or expro- 
priation of Bell Canada’s assets in 
Quebec. It should also be noted that 
Bell operates an interprovincial com- 
munications network declared to be 
for the general advantage of Canada, 
holds a federal charter and is under 
federal jurisdiction. 

Some uncertainty has developed 
about the position of the Government 
of Canada with respect to the integra- 
tion of research, manufacturing and 
service in our industry, and this has 
become a source of both confusion 
and concern. 

A study issued in June, 1974 by 
the Department of Communications 
concluded that Canada’s telecom- 
munications carriers have been well 
served by the vertically integrated 
manufacturing industry, and that 
fragmentation would weaken this 
predominantly Canadian industry and 
lead to both higher equipment prices 


and less efficient operations. However, 


late in January, 1977 the Company 
received from the Restrictive Trade 
Practices Commission in Ottawa a 
statement of material suggesting that 
the public interest might best be 
served by dissolving the Company’s 
ownership ties with Northern Telecom. 

Should the Commission decide to 
proceed further on this matter, 
through public hearings or otherwise, 
lam convinced that the advantages 
of vertical integration to the Canadian 
public and the national economy, in 
both domestic and export markets, 
will be clearly demonstrated. Mean- 
while, there is a real need for a clear 
statement of government policy on 
this matter. 

Never has the role of telecom- 
munications been more vitally 
important to the functioning of a 
modern industrial economy. | have no 
doubt that the dedicated men and 
women of Bell Canada will continue to 
respond as they have in the past to 
the challenge of change and to make 
a significant contribution to the 
development and vitality of our 
country. 


For the Board of Directors, 


(MN MAAD 


Chairman 


February 23, 1977 


James C. Thackray 


Vital to Bell Canada’s 
leadership in telecommu- 
nications is the integration 
of service, manufacturing 
and research into one well 
co-ordinated enterprise. 


President’s Remarks 


Bell Canada’s non-consolidated 
earnings per common share, before 
extraordinary item, amounted to 
$5.23 in 1976, up 40 cents over 1975. 
Included in these earnings were 
dividends from investments in subsi- 
diaries and associated companies, 
which contributed 63 cents in 1976 
and 65 cents in 1975 per Bell Canada 
common share. 

Operating revenues for the year 
were $1.9 billion, an increase of 14.3 
per cent over 1975. Local service 
revenues grew by $112.0 million or 
12.8 per cent, while long distance 
revenues were up by $114.1 million or 
15.1 per cent. 

Record levels were experienced 
both in the number of customers 
served and in long distance calls. 
During the year the number of tele- 
phones in service passed the eight- 
million mark. At year-end this had 
risen to 8.3 million. Long distance 
calls increased by 7.6 per cent, fora 
1976 total of 528 million. 

Operating expenses, at $1.4 
billion, rose 16.7 per cent during the 
year, largely as a result of increased 
costs for labour and materials. Al- 
though there was evidence of some 
easing of inflationary pressures, the 
Company still had to pay substantially 
higher prices in 1976 for electricity, 
fuel, postage and a broad range of 
other commodities and services. 


The Phone Centre and Téléboutique 
concept offers customers a handy and 
comfortable way of shopping for 
telephone service. 


The non-consolidated rate of 
return on average total capital, before 
extraordinary item, was 8.65 per 
cent, compared to 8.46 per cent in 
1975. The rate of return on average 
common equity, before extraordinary 
item, was 10.06 per cent in 1976 and 
9.97 per cent the previous year. 


Capital Expenditures 

Bell Canada invested $900 million in 
1976 in order to meet the service 
requirements of customers. This was 
an increase of 11.2 per cent over 1975. 

The largest portion of the capital 
budget, $635 million, or 70.5 per cent, 
was employed in building and instal- 
ling the facilities needed to handle 
existing and new service and in 
relocating services for customers who 
moved their place of residence or 
business. 

Some 17.4 per cent of the budget 
was devoted to improving existing 
plant, modernizing service, and 
introducing new measures to improve 
operating efficiency. Replacement of 
worn out and damaged plant and 
relocation of facilities because of 
road and bridge construction took up 
$29 million, or 3.2 per cent. 

Expenditures for construction of 
administration buildings, including 
work centres, and for necessary work 
and office equipment such as motor 
vehicles, furniture and computer 


The advanced business services 
provided by the Company are vital to 
the functioning of a modern industrial 
economy. The console pictured is 
part of the SG-1 electronic private 
automatic branch exchange, one of 
the best selling systems of its kind 

in North America. 


equipment, required $80 million, or 
8.9 per cent. 

The $6 billion in capital expendi- 
tures forecast for the next five years 
are necessary to enable the Company 
to supply the services that customers 
require for their homes and busi- 
nesses. It is absolutely vital to main- 
tain the Company’s ability to raise 
this new capital on reasonable terms. 


Operations Highlights 

There was a general improvement in 
the quality of Bell Canada’s services 
in 1976. The Company’s capacity to 
respond rapidly to requests for new 
installations reversed a deteriorating 
trend in 1975, cutting in half the 
number of held orders outstanding at 
year-end. In the long distance net- 
work, congestion during peak calling 
periods was reduced through the 
installation of additional circuit and 
switching equipment. Other improve- 
ments included faster operator 
answer for both long distance and 
directory assistance calls, anda 
reduction in the customer trouble 
report rate. 

Today’s advances in telecom- 
munications were strikingly demon- 
strated August 10 when the 100th 
anniversary of the world’s first long 
distance call was commemorated at 
the Bell Homestead in Brantford, 
Ontario. In contrast to the one-way 


While Northern Telecom 
manufactures the new 
products and systems 

required by today’s cus- 

tomers, another affiliate, 
Bell-Northern Research, is 
developing the innovative 
technology on which to- 
morrow’s customers will 
depend. 


telephone call on August 10, 1876, 
made by Alexander Graham Bell to 
Paris — only eight miles away — Bell 
Canada and Telesat Canada com- 
bined facilities to send a closed- 
circuit television program of the 
ceremonies 100,000 miles through 
space via telecommunications 
satellites. 

One of the highlights of 1976 was 
the Summer Olympics in Montreal. 
Bell Canada contributed significantly 
to the success of the two-week event 
by providing the extensive telecom- 
munications, television and radio 
facilities needed for internal opera- 
tions and to inform the world about 
the events. This installation, one of 
the most complex telecommunications 
projects ever undertaken in North 
America, met all performance 
objectives. 

In recent years Bell Canada has 
applied computer techniques to a 
wide range of operations, including 
billing, administrative and inventory 
activities. During 1976 another 
application of advanced computer 
techniques resulted in the opening of 
the world’s first fully-automated 
telephone repair service bureau in 
Ottawa. This will mean faster diag- 
nosis and repair of service troubles, 
along with lower operating costs. Its 
design and manufacture are entirely 
Canadian through the joint efforts of 


One of the first systems of its kind 
anywhere, Datapac.makes it possible 
for users to share a universal data 
network in much the same way cus- 
tomers use a single telephone network 
for voice communications. 


Bell-Northern Research, Northern 
Telecom and Bell Canada. 

Northern Telecom continued to 
provide Bell Canada with access to 
some of the most modern telecom- 
munications equipment available 
anywhere. At year-end Bell had 
equipped 80 central offices with SP-1, 
an electronic stored-program switch- 
ing system with distinct advantages 
in flexibility, efficiency and costs. 
Many more installations were planned: 

Another significant Northern 
Telecom innovation made available to 
Bell Canada customers was the SL-1 
digital business communications 
system, one of the first fully electronic 
private branch exchanges to go on 
the market. 

At Bell-Northern Research, work 
was under way on the design of other 
new digital equipment aimed at main- 
taining Northern Telecom’s compe- 
titive position and meeting the needs 
of telecommunications customers at 
home and abroad in the years ahead. 
Data Communications 
During the year significant advances 
were made by Bell Canada in imple- 
menting improved and enlarged data 
communications services. Leadership 
was provided by the Company’s 
Computer Communications Group, 
which has been dedicated to data 
communications products and services 
since 1971. 


The world’s first fully automated 
telephone repair system can monitor 
close to 600,000 telephones, more than 
twice the capability of the previous 
system. Problems which may have 
taken hours or days to locate can now 
be corrected while the customer stays 
on the line. 


In mid-November, the Computer 
Communications Group filed specific 
rates for two new services, Datapac 
3000 and Datapac 3101. Datapac is 
Canada’s first packet-switched data 
network, and one of the first in the 
world. 

As an internal trial, the first 
Datapac applications were put into 
operation late in the year for two 
time-sharing systems that linked 
terminals across Canada to large 
computers. Commercial service will 
be available in the spring of 1977. 


The development and implemen- 
tation of Datapac have been the result 


of efforts by Bell Canada in associa- 
tion with Bell-Northern Research, 
Northern Telecom and Trans-Canada 
Telephone System member compa- 
nies, with co-ordination by the 
Computer Communications Group. 
Integral to the operation of a 
packet-switched network is a method 
of gaining access to the network. 
Early in 1976, discussions throughout 
Canada and farther afield with com- 
puter users, manufacturers, univer- 
sities, associations and carriers 
focused on the proposal by the 


Computer Communications Group for 


a Standard Network Access Protocol 
(SNAP) for access to data networks. 
The proposed protocol that evolved 
from these consultations, called X.25, 


was ratified in late 1976 as the interna- 


Telephone lines come together in 


tional standard by the International 
Telegraph and Telephone Consulta- 
tive Committee. 


Regulation 
In April regulatory responsibility for 
Bell Canada was transferred from the 
Canadian Transport Commission to 
the Canadian Radio-television and 
Telecommunications Commission 
(CRTC). 

On November 3 the Company 
applied to the CRTC for rates that 
were designed to produce an 


estimated 6.5 per cent increase in 


1977 revenues if in effect from 
March 15. 
Bell Canada has an obligation to 


provide service, and the public rightly 


expects it to do so. Unlike most other 
companies, it cannot defer capital 
investment if economic prospects 
appear unfavorable without creating 
an immediate negative impact on the 
social and business life of the com- 
munities affected. To meet the needs 
of customers, the Company’s capital 
program will approach $1 billion in 
1977 and a total of about $6 billion in 
the next five years. Nearly half of 
these funds must come from external 
financing, and this requires earnings 
and financial ratios that will be 
attractive to investors. 

In 1974, the Canadian Transport 
Commission decided that a reason- 


These desk telephones are being 
assembled for the SL-1, one of the first 


able rate of return on common equity 
for Bell Canada would be 11 to 12 per 
cent. The minimum of that range has 
not been reached. In today’s cir- 
cumstances it is estimated that a 
reasonable rate of return on the 
Company’s common equity would be 
in the range of 13 to 15 per cent. 
However, taking into account the fight 
against inflation and the need for 
restraint, Bell Canada applied for an 
increase in rates that was designed to 
produce in 1977 a 12 per cent return 
on common equity, the level approved 
more than two years ago. 

Included in the application is a 
proposal to improve rural telephone 
service by reducing to four the 
maximum number of parties per line. 
Starting in 1977, the project would 
take five years to complete. 

The Company also proposes to 
change and extend weekend dis- 
counts for long distance calls within 
Ontario and Quebec. The plan would 
provide a uniform %% discount from 
Saturday noon to Sunday at 6 p.m., 
replacing existing discounts ranging 
from nil on Saturday afternoon to % 
on Sunday morning and afternoon. 
This is designed to relieve the over- 
loading of long distance circuits on 
Sunday by spreading the traffic over 
a longer weekend discount period. 


SS 


The LD-4 cable, shown in an advanced 
stage of production, stretches 415 miles 


switching centres. The latest 
development in switching technology 
is Northern Telecom's Digital Multiplex 
System, part of which is being tested 
here. DMS handles more lines, 

serves a bigger area and takes up only 
a fraction of the space older systems 
require. 


between Toronto, Montreal and Ottawa. 
The cable has a capacity of 20,000 
simultaneous two-way conversations, 


business communications systems to 
use digital switching techniques. SL-1 
in its first year has become a market- | 
ing success in the United States and almost twenty times the volume carried 
Canada and is licensed for production by conventional cable facilities. 

in the United Kingdom and Europe. 7 


Public hearings on the application 
were scheduled to begin in March. 


Employee Relations 

At December 31 Bell Canada had 
approximately 48,100 employees. 
Most of the 36,000 non-management 
personnel were represented by three 
unions. 

In November new one-year con- 
tracts (effective from December 1) 
were signed with the Canadian 
Telephone Employees’ Association, 
representing approximately 15,000 
clerical and communications sales 
personnel. 

A three-year contract with the 
Communications Union Canada 
covering some 8,000 operators and 
dining service employees expired in 
November. Negotiations with the CUC 
began in October and continued until 
early December when the CUC 
decided to seek conciliation assis- 
tance from the federal Department of 
Labour. A conciliation officer was 
appointed and meetings got under 
way in January. 

In April, 1976, following a repre- 
sentation vote, the Communications 


Using plasma etching apparatus as 
shown here, BNR has achieved a 
major breakthrough in the fabrication 
of integrated circuits for telecommuni- 
cations applications. The new etching 
technique reduces wastage during the 
production process and allows better 
circuit performance at a lower cost 
than earlier methods. 


Workers of Canada became the 
bargaining agent for approximately 
13,000 craft and services employees. 
Negotiations on a new contract were 
undertaken shortly thereafter. In 
August the Company asked for con- 
ciliation assistance from the Depart- 
ment of Labour. When subsequent 
negotiations aided by a conciliation 
officer failed to produce an agree- 
ment, a conciliation commissioner 
was appointed to assist in further 
negotiations. After meetings with 
Bell Canada and the CWC, the 
commissioner filed a report with the 
Minister of Labour in December. 

The Company accepted the 
report and made an offer incorpo- 
rating its proposals. The union then 
submitted the offer to a membership 
vote. Late in January, the CWC 
announced that its members had 
voted in favor of accepting the 
Company’s offer, and a contract was 
signed on February 4. 


Comments 

Anti-inflation controls, new regulatory 
groundrules and changing political 
situations are continuing to create 
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Glass fibre, because of its capacity 
for carrying a tremendous volume of 
communications in a very small cable, 
holds high promise for congested 
downtown areas. BNR, a leader in this 
new technology, developed and 
installed an operational system in 
February, 1976, for the Department 

of National Defence in Ottawa. 


uncertainties in the present environ- 
ment. Of particular concern is the 
current slowdown in the economy and 
its effect on prospects for future 
levels of economic activity. There is a 
clear and present need for Govern- 
ments to strengthen the climate for 
recovery by acting in a manner which 
will recognize and encourage enter- 
prise and investment. 

| acknowledge with sincerity and 
gratitude the way in which the 
talented men and women of Bell 
Canada have again demonstrated 
their commitment to good service in 
the face of many difficulties. Their 
efforts have made a positive contri- 
bution both to the progress of the 
Company and to Canada’s economic 
and social life during 1976. Their 
achievements deserve to be recog- 
nized and supported. 


President 


The electronic equipment being ferried to 
Moose Factory General Hospital is part 
of an experiment which links the northern 
medical post by Hermes satellite 

with specialists at a London, Ontario 
hospital 700 miles south. The BNR 
designed system allows staff related 

to both hospitals to consult on aspects 

of diagnosis, treatment and surgery. 
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Bell Canada 
and Subsidiary Companies 


Consolidated Income Statement (Note 1) 


Operating revenues 


OCA SOL ICO mesenteric sho eee acs 8s tag 4 ces 
BORG CISLANCEICCLVICE yer ie a itn Aa ried Ss Lacan 
MISCENANCOUS = aNOL nce iacejecie 6h ute Bas it cae be canvass 
LOtal -OPSraling OVENUES 5. cs. c.cc8 sac vieeesnssecesgcdeseseaeees 
OBPeralinGiexDensos ert ee: a ce reset es aes 
Net OpGrating FEVENUECS. .....ccccssesssesscccscseasesecesssoecsencevenss 
Sales revenues — manufacturing and distributing ............ 
BOSS: COShOMSAIES siete Aare ioe tstiv es 
Selling, general and administrative expenses .......... 
Oinerexpenses scr. Mie CEs et re 


Netsales 7eventies: pasewiinndeoe eee Ae 
i Oca tHe VEMUCSt ta rmseides Danteus Oe terest ln czdacadsdoe eo ned det 


Other income 


Interest: Charged 10. CONSIFUCTION *.......:.0006:ccsssenncvessscorvesss 
Equity in net income of associated companies (note 2) 
BAISCOIANGOUSS 20.2 wr ete, Mar ocak, a. ss, colar eins nee tae 


Interest charges 


HUGESSILON LOG ISHII ASI Iacocca sciiss san o8bocnsineacaehenctcevaces 
OURS IMtCNOSte ice Re ering Wovens ails seenouece ic esdaecee eee 
Totaliinterest: charges... ssn ee nee ee 


Income before income taxes, minority interest and 


SXtrAOrdinary. WSIS Wee ewes. veers ee eee nae fos 
Income taxes (note: S) Fees in el eee ee 
Income before minority interest and extraordinary items 
MINOR VTRTONOST. on tcveereRecusacsrotnss meedkareceeetistis costs adore 
Income before extraordinary it€MS .............ccceeeeeeeeeseeeeeeeees 
EXxtFaordinary items (MOlC A) 07. ii ad, boscccnceverdis.sudeuaned oh tlevenenss 
NOE INCOMEGS: cccun se re eyelet nate en 
Dividends on preferred Shares ...............:::ccccccceeesteeeees eae 
Net income applicable to common shares .......................... 


Earnings per common share* (note 6) 


— DETOFE\ Extraordinary MOMS neces sons nacs's tensatendocenshed ose 
—= OXLFAOLGINANY AtGINS st ira crease Oca ees 
— after extraordinary iteMS ...................ccceeesseseeeneneeeeees 


Assuming full conversion of convertible preferred shares 


and exercise of warrants 


— before extraordinary iteMS .............. cece 
== OXIFAOTGINALY WOM: a. 2c. wiasdescesbed ceadeade MO eee 
——afler Oxtraordinary HOMS. cciviciieiceck iv tas caoedboxctoed subs 


Dividends declared per common share ..........................065 


*Based on average common shares outstanding (thousands) 


Restated — see note 1 of the Notes to Financial Statements. 


ee 


ee 


eee ee eeeeseee 


(thousands of dollars) 


Year 1976 Year 1975t 
eee $1,028,520 $ 909,515 
dha. kee 918,745 795,789 
eet ties 109,419 85,667 
cana estes 2,056,684 1,790,971 
ea 1,483,825 1,268,549 
nS) 572,859 522,422 
Bee Dare 1,101,874 = 1,020,715 
PO SBR 789,061 738,133 
eee 121,814 104,684 
pire 61,768 50,820 
972,643 893,637 
Wisete 199129:93T) 5 127.078 
Aaeeenesee 702,090 649,500 
Rae teed 15,559 18,249 
Se AS 11,705 8,357 
rere tees 29,296 11,652 
One 5 ee 56,560 38,258 
Sc Reet se: 758,650 687,758 
nae ne ete, 181,203 167,923 
Poe. 10,378 7,221 
ER Lee. 191,581 175,144 
1a TORS 567,069 512,614 
Oe) BIS 251,774 232,389 
, SA 315,295 280,225 
27,771 13,441 
ahs) See 287,524 266,784 
2,188 50,578 
Pe eee 289,712 317,362 
28,847 24,845 
$ 260,865 $ 292,517 
ey ones $6.45 $6.20 
Fae ee $0.05 $1.30 
Pee beans $6.50 $7.50 
savers ie $5.97 $5.87 
Heathen: $0.04 Size 
eae ok Se $6.01 $6.99 
Me tee Cs $3.58 $3.44 
yo 40,106 38,998 
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Bell Canada 
and Subsidiary Companies 


Consolidated Balance Sheet 


Assets 


(thousands of dollars) 


December 31 December 31 


1976 1975t¢ 
Telecommunication property — at cost 
Buildings, plant and equipment ................ceeeseseeeeeeetreeeees $7,159,177 $6,412,819 
Less: Accumulated .depreciationt...-- eects 2,095,469 1,840,007 
5,063,708 4,572,812 
LAG assess scoticcua hoe aoa sat wale ean veme cas Pastore eee eee 49,056 46,367 
Plant.under: constructioncsss- eer eee 253,936 216,585 
Materialand supplieSs av c22ee.cset ores eee 105,103 78,752 
5,471,803 4,914,516 
Manufacturing and distributing property — at cost 
Buildings, plantvand-.equipment)—:....0-0-0..0- ee ey 356,679 331,360 
Less: Accumulated depreciation ..................ccsssssssneeeeeeeees 193,584 184,129 
163,095 147,231 
LAIN asnscasatacacsecnrdasns cece stones toskoe een eects renee penne eer 10,782 7,031 
- 173,877 — 154,262 
5,645,680 5,068,778 
Investments 
Associated companies — at equity (note 1) ......... ee eeeeeeeee 105,825 97,223 
ORNOR oo. ccanticredteocssseeceuycueend nen ee ee eeetee eae ee ee ree i 7 na 2,245 2,245 


108,070 99,468 
Current assets 
Cash and temporary cash investments — 
at cost (approximates market) tiie cree eter ete 194,893 196,903 
Accounts receivable — principally from customers and 
agents (including $5,224 (1975 — $5,603) from 


associated companies)ic 2.23 ieee oe te ee ee 376,394 382,510 
Inventories: (NOTE 7) cicsecs ccc ee cceecs tosecek eee bere eee ee 227,470 229,346 
Other (principally prepaid Expenses) ..............cccsssesccecsesssseceeeeeenees 50,894 49,556 

849,651 858,315 
Deferred ‘charges 32....2060- ca eee eee 53,637 43,251 
Totaliassets.. i.0.1266 ieee ee reer ce eee nee $6,657,038 $6,069,812 


On behalf of the Board of Directors: 
Marcel Bélanger, Director 


J. Douglas Gibson, Director 


Liabilities and Shareholders’ Equity 
(thousands of dollars) 
December 31 December 31 


1976 1975¢ 
Shareholders’ equity 

Capital stock (note 8) 

PPO Te Mie SanC see tatrten erat cg fret cere haves aeieeesdiieabe woven $ 376,997 $ 343,211 

COG IIROVARS AGES A Nee ties Gs sss va sacica lo Sucve cs desu aon dueedcabwrduene domsvine 1,015,509 994,092 
PSMiGRMOMre ANIL AlE STOCK te tele ok dhs cstiscedacese. ecvadereeus Wamencesae 460,878 441,213 
COMPIDURS GSCI Si, ce iene a. irre eee cadens ccenc vaste ates doditveecesstartioae 15,290 15,290 
Retainedgeamniing simmer ee 08 8 5 ice ce he an bs Masta eee 806,449 692,215 


2,675,123 2,486,021 


Minority interest in subsidiary companies 


Preferred SitareS yee ct eee el he el oa a es re 3 E 20,741 19,145 
COMMON SIMA Ste rte corer rere eee ee orcas tee a Nee k tis cab uotuhic as uesmaadie 140,402 109,170 
161,143 128,315 

LOM GOR CED WROTE: Byam ere tee ct o5 dscns dhaaserasas dasintanuegansdessadeiausa one 2,421,927 2,248,567 


Current liabilities 


AECOUMS DAV ADIET we sort ee elas Dasene aaa eet ctteia teeny 310,041 247,021 
GV AMNCO DTH LOTASCU VICE: thier. ooncvi sss sevenseea is casancecccoscoureavsnnaascosns 37,461 32,664 
DIVIdGOOS: Bava le wees tees crs csc v gece cetehay ste stysceteeeveespemeetenaes 43,533 39,137 
FOX CSUACCEUCCN pe tees ime eee) fe oes Utada Wan Se gasanecuauseeres 37,012 60,695 
INTOESIHACCKUCG Fr re tr ree ee ecreeeeee cen. 44,820 38,304 
Debt. due .withinvone.year (MOT: 10) o.i.c.csc2orseedeseacacsanaccscees+consentcecen 187,598 145,000 


660,465 562,821 


Deferred credits 
HIQORIO TAX OS: entrench tres Fe oa resets te acaree asec ayaa en 719,354 626,198 


COUP O Freese eRe ee ers ee Ae eal ee 19,026 17,890 
738,380 644,088 


Commitments (note 11) 
Total liabilities and shareholders’ equity ..................0.... $6,657,038 $6,069,812 


+ Restated — see note 1 of the Notes to Financial Statements. 


G. L. Henthorn, Vice-President & Comptroller 
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Bell Canada 
and Subsidiary Companies 


Consolidated Statement of Premium on Capital Stock 


Balance’at-beginning, of year einen ee ee eee ee 
Premium on common shares issued during the year .................... 
Balance at end OF VSaE ce ciecccee eeicarase- fuses cones cose eee ree ee ae 


Consolidated Statement.of Contributed Surplus 


Balance at: Deginning Om&Vean ge. .teccnte sete eee teesee eer ore ees 
Decrease arising on consolidation from the issues 

of shares by subsidiaries 10.051. ee ee 

Balance at: end: of year = sac. een ee eae ee eee ee 


Consolidated Statement of Retained Earnings 


Balance:at beginning otyeare.- 6 eee te eee 
Net INCOMG sc... ce San tlacomernssadcceeete canta ees ae enemcame neem eater 
Excess of par value over cost of preferred 

shares purchased for cancellation (note 8) .............eeeeeeereees 


Deduct: 
Dividends — Preferred Shares ..............cceeccecceseeeecccccsececcceceeseesees 
= Gommon shares 0 ee ee ee 


Expenses of issues of capitalistock......... 1 reer 


TETHER OH Hwee eee e eee e eee ee se eee EEE HE ee HES ESSE EE EE EES SESE SESE SeeseSEsess 


Balance at end of year 


Year 1976 
$441,213 
19,665 
$460,878 


Year 1976 
$ 15,290 


$ 15,290 


Year 1976 


$692,215 
289,712 


203 
982,130 


28,847 
143,969 
172,816 


2,865 
175,681 


$806,449 


(thousands of dollars) 


Year 1975 
$384,330 
56,883 
$441,213 


(thousands of dollars) 


Year 1975 
$ 15,549 


259 


$ 15,290 


(thousands of dollars) 


Year 1975 


$537,331 
317,362 


179 
854,872 


24,845 
135,418 
160,263 


2,394 
162,657 
$692,215 


Bell Canada 
and Subsidiary Companies 


Consolidated Statement of Changes in Financial Position 


Source of funds 
Operations — 
Income before extraordinary items 
Items not affecting current funds — 
BEDE CIAN Ola ee tix- te cee Meee A hac aki Ae a, eae. 
Deterreddncome taxeseets f025 230) arn dal eee etree 
Interest charged to construction 

Other — net 


eee eee eee ee ee ey 


CeCe oe meee ewer meee r eee eeeeesssssersseeee 
ee ee ee eee ee ee eee ry 


Pee mmm m meee sete reer resensreseeeteseeeessesessessene 


Extraordinary Aten (NOte+4) te os ccoslces. Ae eies oacteeta 
Net proceeds from the sale by Bell Canada of 

common shares of a subsidiary (note 4) 
Proceeds tromuonguern depts ea Ae ee 
Proceeds frommpreterred Shares ii icc. ccc.cccs ce sctteeessescurstscsumres 
Proceeds from issues of shares by subsidiaries to 

MIDORI eS She NOC Ga sae cose ocelot otek Atsct one pevascos Samu anid os 


Issue of common shares upon conversion of 
convertible preferred ShareS oo... eee cccccececeeeesseeseeseceeees 


WMISCEMANCOUS Seer ee Be ee 


CH ee meres rere rccreresceeseseses 


. Disposition of funds 

Capital expenditures — 
Gross: capital: expenditures i.e. 25 ee a. ee. 
Deduct charges not requiring 1UNdS «0 ee eee ae 
Increase (decrease) in material and supplies ........................ 
NGtsexXDenCitUleS cate. ze ate nia deers tacky esuar cde hopes taeareteena arts 
Extraordinary itemitnote 4) ahanaan.au scone. oe eee 
Dividends by Bell Wanadars ee ee Pau cools sak cede 
Dividends by subsidiaries to minority shareholders ................ 
FReEGuUuCTIOMORIONGIGIINGCDE eee oc eot eeee e eee 
ACAUISITION- Of INVESUNENIST eu pect ka eecccleene conce eee 
Conversion: of preferred sharests< sah5, 57.0 chit ee. eee 
MiISCELANGOUS a iio esti, an es color ectese seca ce ee ea ee ae 
increase. iniworking: Capital epee a ..terescosdes eae eae 


The increase (decrease) in working capital is accounted for by — 
Increase (decrease) in current assets: 
Cash and temporary cash investments ................:ccceccceeeeeeeee 
ACCOUNTS TECOIVADIG rye ein hoses tires, cocina Se? 
INVENTOLIOS Wie cee CA ans cee secs eae nko ake ee 
CEO ea ae Sauce a ree Seo vee ascent aera ee 
(Increase) decrease in current liabilities: 
ACCOUNTS DAV ADC sic. see eects. 2. ieee 
Advance villing [On ServiCOr ee ce ee ce ers 
EYEVICGIIOS DAV AIC, sehen pees soccten ian sce ienccinae o> eA ean Raa ae cate 
Bhd chars R aces U6 f apie Mesa en eral an ei Ns Ji Mery nm Seer OP 
PALER SE ACCCUICU cries ites eee ce Ware Soren cee sun cicacvesimeeina eng 
DED EAIUG WITTE ONG VOR c.cars ess seacteee ee cceh tne loceee et ews cceutienas 
Increase (decrease) in working capital, as above ........... 


+ Restated — see note 7 of the Notes to Financial Statements. 


(thousands of dollars) 


Year 1976 Year 1975t 
$ 287,524 $ 266,784 
427,327 380,739 
93,156 85,171 
(15,559) (18,249) 
33,462 17,854 
825,910 732,299 
2,188 _ 
vo 118,112 
279,333 234,004 
68,248 120,500 
11,748 13,982 
34,655 112,258 
33,023 17,216 
106,308 — 
$1,361,413 $1,351,207 
$ 994,878 $ 895,295 
(26,064) (27,981) 
26,351 (4,778) 
995,165 862,536 
_ 2,429 
172,816 160,263 
8,600 4,147 
112,823 112;275 
34,582 8,234 
34,684 112,261 
2,743 3,121 
_ 85,941 
$1,361,413 $1,351,207 
$ (2,010) $ 141,347 
(6,116) 61432 
(1,876) (26,554) 
1,338 4,336 
(63,020) (29,364) 
(4,797) (3,907) 
(4,396) (6,997) 
23,683 (16,660) 
(6,516) (4,400) 
(42,598) (32,992) 
$ (106,308) $ 85,941 
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Bell Canada 
and Subsidiary Companies 


Notes to Financial Statements 


1. Accounting policies 

The accompanying financial statements have 
been prepared in accordance with Canadian 
generally accepted accounting principles. 


Bell Canada and its telephone subsidiary and 
associated companies are subject to regula- 
tion, including examination of accounting 
practices, by their respective regulatory 
authorities. Bell Canada is regulated on the 
basis of its non-consolidated financial state- 
ments in which its investments in subsidiary 


and associated companies are carried at cost. 


The system of accounts and accounting prac- 
tices are similar to those being used in the 
telecommunication industry. 


Consolidation 


The accounts of companies in which Bell 
Canada owns more than 50% of the out- 
standing common shares have been fully 
consolidated and the investments in asso- 
ciated companies (50% or less and 20% 

or more) have been accounted for by the 
equity method. The investments in Maritime 
Telegraph & Telephone Company, Limited (1) 
and The New Brunswick Telephone Com- 
pany, Limited were 41.0% and 41.1% respec- 
tively at December 31, 1976. The investments 
in these associated companies which were 
fully consolidated in 1975 are now accounted 
for by the equity method since Bell Canada’s 
ownership of common shares was reduced 

to less than 50% in the third quarter of 

1976. For comparative purposes, the 1975 
figures and the first two quarters of 1976 have 
been restated to reflect the equity accounting 
for these investments; however, this restate- 
ment had no effect on the net income. The 
associated companies of Bell Canada at 
December 31, 1976 were Maritime Telegraph 
& Telephone Company, Limited, The New 
Brunswick Telephone Company, Limited, 
Telesat Canada, SOTEL INC. and National 
Telephone Directory Corporation. 


(1) At December 31, 1976, Bell Canada was the 
registered owner of 2,172,200 common shares of 
Maritime Telegraph & Telephone Company, Limited; 
however, under a statute passed by the Legislature 
of Nova Scotia, not more than 1,000 shares may be 
voted by any one shareholder. 


The companies in which Bell Canada had a 
direct investment of more than 50% of com- 
mon shares at December 31, 1976 were: 


% 

Northern Telecom Limited (2) ................ 69.2 
Newfoundland Telephone Company 

LILO oc. bccsenntcencersss-c-s centre eee 78.2 
Northern Telephone Limited ................ 99.7 
T@l6D OC LlCO ick. dines encdiccest eee 100 
Liévre Valley Telephone Company ...... 100 
The Capital Telephone Company 

EAMROC Vie) ws..ccecessnecesaerse.ea 100 
Telontario Incorporated ..............:..ccce 100 
The North American Telegraph 

GOMPany? s2c00ics. ko... 100 


Bell Canada — International Manage- 
ment, Research and Consulting Ltd. 100 


Prior to August 3, 1976 Bell Canada and 
Northern Telecom Limited owned respectively 
51% and 49% of the common shares of Bell- 
Northern Research Ltd. On August 3, 1976, 
the respective ownership was changed to 
30% and 70%. 


For companies acquired since 1970, the 
excess of cost of shares over acquired equity 
is being amortized to earnings over periods 
not exceeding forty years. Such amortization 


amounted to $645,000 in 1976 ($118,000—1975). 


Bell Canada’s summarized income statement, | 


balance sheet and statement of changes in 
financial position, on a non-consolidated 
basis are presented on pages 28 to 30. 


(2) At December 31, 1976, Bell Canada was the 
beneficial owner of 18,307,809 or 69.2% (18,311,199 
or 69.2% at December 31, 1975) of the outstanding 
common shares of Northern Telecom Limited. 
Assuming exercise of the warrants outstanding at 
December 31, 1976 the shareholding would be 
61.6%. Each warrant entitles the holder to purchase 
from Bell Canada prior to December 1, 1979 one 
common share of Northern Telecom Limited at 
$21.50. At December 31, 1976, 1,995,309 common 
shares of Northern Telecom Limited were deposited 
in escrow with the Warrant Trustee for that purpose. 


Sales revenues — manufacturing and 
distributing 


(thousands of dollars) 


Year 1976 Year 1975 
Sales to: 
Bell Canada ........ $ 531,704 $ 451,454 
Telephone 
subsidiary and 
associated 


companies of 


Bell Canada .... 65,903 59,484 
Sub-total .......... 597,607 510,938 
Sales to others ........ 504,267 509,777 
Total sales ...... $1,101,874 $1,020,715 


Telecommunication equipment, purchased by 
Bell Canada and its telephone subsidiaries 
from Northern Telecom Limited and its sub- 
sidiaries, is reflected in the consolidated 
balance sheet at cost to the purchasing com- 
panies, and in the consolidated income state- 
ment is included in Sales revenues — 
manufacturing and distributing. To the extent 
that any income on these sales and those to 
associated companies has not been offset by 
depreciation or other operating expenses, it 

- remains in consolidated retained earnings 
and consolidated income. This treatment is 
generally accepted in the industry. All other 
significant intercompany transactions have 
been eliminated in the accompanying con- 
solidated financial statements. 


Depreciation 

Depreciation is computed on the straight line 
method using rates based on the estimated 
useful lives of the assets. 


When depreciable telecommunication prop- 
erty, other than minor items thereof which are 
replaced, is retired, the amount at which such 
property has been carried in telecommu- 
nication plant is charged to Accumulated 
depreciation. 

Depreciation expense for the year ended 
December 31, 1976 was $427,327,000 
($380,739,000 — 1975) and the composite 
rate was 6.15% (6.15% — 1975). 


Maintenance and repairs 
The cost of maintenance and repairs of 
property is expensed as incurred. 


Research and development 

Research and development costs are 
charged to income in the years in which they 
are incurred. 


Research and development expense for 
the year ended December 31, 1976 was 
$84,302,000 ($68,096,000 — 1975). 


Foreign exchange 

The accounts of foreign subsidiary companies 
have been translated into Canadian dollars 
at exchange rates prevailing at the balance 
sheet dates for working capital items, at 
exchange rates prevailing at the respective 
transaction dates for non-current assets and 
liabilities (and related depreciation and 
amortization) and at average exchange rates 
prevailing during the years for income and 
expenses (see note 16). 


Inventories 

Inventories held by the manufacturing and 
distributing subsidiaries are valued at the 
lower of cost (calculated generally on a first- 
in, first-out basis) and net realizable value. 
The cost of finished goods and work-in- 
process inventories comprises material, 
labour and manufacturing overhead. 


Interest charged to construction 

Regulatory authorities allow the telephone 
companies to provide for a return on capital 
invested in new telephone plant while under 
construction by including “interest charged 
to construction” as an item of income during 
the construction period and also as an addi- 
tion to the cost of the plant constructed. Such 
income is not realized in cash currently but 
will be realized over the service life of the plant. 


Income taxes 

Bell Canada and all subsidiaries use the tax 
allocation basis of accounting for income 
taxes. Reductions in income taxes relating to 
losses carried forward in subsidiaries are not 
recorded in the accounts until the date of 
realization is determined. 


Debt due within one year 

The 1975 data related to debt due within one 
year have been reclassified to conform with 
the presentation followed in 1976. 


Investment tax credit 


The investment tax credit is included in the 
balance sheet as ‘“‘Deferred credits — Other 
and is being amortized by credits to income, 
as a reduction of income taxes, over the 
average estimated service life of telecom- 
munication property. 


” 
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2. Equity in net income of associated 
companies 
Equity in net income of associated companies 
represents Bell Canada’s share of net income 
of companies accounted for by the equity 
method. The dividends received from these 
companies amounted to $7,164,000 in 1976 
($5,679,000 — 1975). 


3. Income taxes 
A reconciliation of the statutory income tax 
rate in Canada to the effective income tax 
rate is as follows: 
Year Year 
1976 1975 


Statutory income tax rate 48.0% 50.2% 


i) Interest charged to con- 
struction, net of applic- 
able depreciation 
ACIUSTIMG Tween sce (0.9) (1.4) 


ii) Reduction of Canadian 
Federal taxes applicable 
to manufacturing 
profits Awe ay eee (1.3) (2.0) 


iii) Other miscellaneous 
differences between the 
calculation of taxable 
income and book in- 
come before taxes and 
outright reductions of 
taxes for the year result- 
ing from investment tax 
credits and grants ........ (1.4) (1.5) 


Effective income tax rate.... 44.4% 45.3% 


Details of the Company’s income taxes are 
as follows: 
(thousands of 


dollars) 
Year Year 
1976 1975 
Currents mtv eebe re oe $158,618 $147,218 
Delerredin ere oi 93:156~ 85.17) 


Total income taxes ..... $251,774 $232,389 


Deferred income taxes result from deductions 
for tax purposes, in respect of plant, being 

in excess of amounts currently charged to 
operations. 


4. Extraordinary items 


(thousands of 
dollars) 


Year 
1976 


Year 
1975 


i) Reduction on a consolid- 


ated basis (net of minority 
interest of $975,000) of 

income taxes arising 

from the utilization of 

prior years’ tax losses of 

a subsidiary of Northern 
Telecom Limited ($0.05 

per common share) .... $2,188 


ii) Gain on a consolidated 


basis (net proceeds of 
$118,112,000 after 

deducting income taxes 

of $13,759,000) arising 

from the sale of 5,250,000 
common shares of North- 

ern Telecom Limited 

($1.36 per common 

Share) er oe oe _ 


iii) Provision (net of in- 


come taxes of $2,100,000 

and minority interest of 
$471,000) for costs of 
terminating the semi- 
conductor business of a 
subsidiary of Northern 
Telecom Limited ($0.06 

per common share) .... _ 


$53,007 


(2,429) 


$2,188 


$50,578 


5. Disposal of segment of business 


The results for 1975 of continuing and 
discontinued operations due to the termina- 
tion in that year of the semiconductor busi- 
ness of a subsidiary of Northern Telecom 
Limited are as follows: 


(thousands 
of dollars) 
Sales — manufacturing and 
distributing 
Continuing operations .......... $1,015,865 
Discontinued operations. ...... 4,850 
$1,020,715 
Consolidated income 
Continuing operations .......... $ 268,305 
Discontinued operations ...... (3,950) 
Extraordinary item ................ 53,007 
NetmincOme.-. 05. ae Solr oo2 
Earnings per common share 
assuming full conversion 
of convertible preferred 
shares and exercise of 
warrants 
Continuing operations .......... $ 5.90 
Discontinued operations. ...... (0.09) 
Extraordinary tem tsar isk: 
$ 6.99 


6. Earnings per common share 


Earnings per common share are based on 
average shares outstanding. 


For the computation of the earnings per 
share, assuming full conversion of convertible 
preferred shares and exercise of warrants 
issued October 22, 1975, the dividends on 
convertible preferred shares have been 
added back to income. The assumption has 
been made that the proceeds from the 
exercise of warrants were invested to 
produce an imputed annual return of 1034 % 
during 1976 (11% — 1975) before applicable 
income taxes; the amount of income imputed 
after income taxes was $6,737,000 
($1,286,000 — 1975). 


7. Inventories 
Inventories are classified as follows at: 


(thousands of dollars) 


December December 
31, 1976 31,1975 
Manufacturing and 

distributing — 
Raw materials ........ $ 34,802 $ 24,599 
Work-in-process .... 105,662 111,216 
Finished goods ...... 87,006 93,531 
$227,470 $229,346 


8. Capital stock 
Authorized 


By charter — $1,750,000,000 divided into 
common shares of the par value of $25 each, 
and into preferred shares. 


By shareholders — $1,750,000,000 divided 
into common shares of the par value of $25 
each, and: (a) not more than 4,000,000 of a 
class of preferred shares to a maximum 
aggregate amount of $100,000,000; (b) not 
more than 9,000,000 of another class of 
preferred shares to a maximum aggregate 
amount of $225,000,000; and (c) not more 
than 12,000,000 of another class of preferred 
shares to a maximum aggregate amount 

of $300,000,000. 
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Changes in Bell Canada’s 


Preferred shares 


Cumulative, redeemable, 
convertible and voting 


$3.20 shares (par value 

of $47 per share) 
Number 
Total par value 


$3.34 shares, class B, 

series B (par value 

of $52 per share) 
Number 


$4.23 shares, class C, 

series D (par value 

of $47 per share) 
Number 


$2.28 shares, class C, 

series E (par value 

of $25 per share) 
Number 


Cumulative, redeemable 
and voting 


$2.25 shares, class B, 

series C (par value 

of $30 per share) 
Number 


$1.80 shares, class B, 

series F (par value 

of $20 per share) 
Number 


Total par value of 
preferred shares 


Common shares 


(par value of $25 
per share) 
Number 


coerce eeece 


Pe eeeeceececesrcesseee 


ec eceeecee 


issued capital stock during 1976 were as follows: 


Purchases 
Outstanding at Conversion of preferred 
January 1, Issued of preferred shares for 
1976 for cash shares cancellation 
(dollars in thousands) 

< 609,599 _— (218,400) — 
~~, so) weeO.Ool = $ (10,265) — 
- 916,047 — (466,415) _ 
J5pS =47,635 — $ (24,254) a 
.. “179895690 — (3,390) _ 
$2 893,985 _— $ (159) — 
=» 5,000;000 — (238) — 
is abe 125,000 _ $ (6) _ 

.. 1,598,000 = — (51,000) 

. $ 47,940 a= = $(1,530) 
ze _ 3,500,000 — _ 
_ $ 70,000 — — 

1040, 2 1 oe 10,000 $ (34,684)  $(1,530) 
a) 39) 103:0509 16S: u 693,321 _ 
2 “$994,092. $4084 aS 17.900 = 


Outstanding at 
December 31, 
1976 


391,199 
$ 618,386 


449,632 
$ 23,381 


1,996,300 
$ 93,826 


4,999,762 
$ 124,994 


1,547,000 
$ 46,410 


3,500,000 


$ 70,000 


$ 376,997 


40,620,341 


$1,015,509 


*The common shares issued for cash represent 146,739 shares purchased by employees through 
assignment of dividends under the provisions of the Employees’ Savings Plan (1966) and 
16,592 shares issued upon exercise of warrants. The excess of proceeds over par value 
amounting to $2,343,000 was allocated to Premium on capital stock. 
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The $3.20 preferred shares have been re- 
deemable since February 1, 1976, at Bell 
Canada’s option, at $47 plus a premium of 
$3.00 to February 1, 1977, diminishing by $.50 
at the end of each subsequent year to Feb- 
ruary 1, 1982, and thereafter at $47. Each 
$3.20 preferred share may be converted into 
One common share on or before February 1, 
1982. At December 31, 1976, 1,608,801 of 
these shares had been converted (including 
1,217,046 during 1975 and 218,400 during 
1976). 


The $3.34 preferred shares, class B, series B, 
are not redeemable prior to August 1, 1977, 
but may be redeemed thereafter at Bell 
Canada’s option at $52 plus a premium of 
$3.00 diminishing by $.50 at the end of each 
subsequent year to August 1, 1983, and there- 
after at $52. The $3.34 preferred shares are 
convertible into common shares on or before 
August 1, 1983. Prior to October 22, 1975 
they were convertible on a one for one basis; 
effective that date, the conversion ratio was 
changed to 1.012 common shares for each 
preferred share. At December 31, 1976, 
1,550,368 of these shares had been converted 
(including 1,058,578 during 1975 and 466,415 
during 1976). 


- The $4.23 preferred shares, class C, series D, 
are not redeemable prior to December 1, 
1980, but may be redeemed thereafter at Bell 
Canada’s option at $47 plus a premium of 
$4.00 diminishing by $.70 at the end of each 
subsequent year to December 1, 1983, by 
$.60 at December 1, 1984, by $.70 at 
December 1, 1985, by $.60 at December 1, 
1986, and thereafter at $47. Each $4.23 
preferred share may be converted into one 
common share on or before December 1, 
1986. At December 31, 1976, 3,700 of these 
shares had been converted (including 310 
during 1975 and 3,390 during 1976). 


The $2.28 preferred shares, class C, series E, 
are not redeemable prior to July 2, 1981, 

but may be redeemed thereafter at Bell 
Canada’s option at $25 plus a premium of 
$2.00 diminishing by $.35 at the end of each 
subsequent year to July 2, 1986, by $.25 at 
July 2, 1987, and thereafter at $25. Two $2.28 
preferred shares may be converted into one 
common share on or before July 2, 1987. 

At December 31, 1976, 238 of these shares 
a been converted; all conversions were 

in 1976. 


The $2.25 preferred shares, class B, series C, 
are not redeemable prior to October 1, 

1983, but may be redeemed thereafter at 

Bell Canada’s option at $30 plus a premium 
of $1.50 diminishing by $.375 at the end of 
each subsequent five year period to October 
1, 2003, and thereafter at $30. Pursuant to the 
conditions attaching to this issue of shares 
at December 31, 1976, 153,000 shares with a 
par value of $4,590,000 had been purchased 
and cancelled (including 51,000 shares with 
a par value of $1,530,000 during 1975 and 
51,000 shares with a par value of $1,530,000 
during 1976). 


The $1.80 preferred shares, class B, series F, 
are not redeemable prior to October 2, 1986, 
but may be redeemed thereafter at 

Bell Canada’s option at $20 plus a premium 
of $1.20 diminishing by $.30 at the end of 
each subsequent five year period to October 2, 
2006, and thereafter at $20. 


Common shares reserved at December 31, 
1976 — 8,169,849 


5,342,407 Shares for issuance upon conver- 
sion of all convertible preferred 
shares. 


2,608,408 Shares for issuance upon the 
exercise of 2,608,408 warrants. 
These warrants which were issued 
in October 1975 are exercisable at 
$46 on or before June 30, 1977. 


219,034 Shares for issuance under the 
Employees’ Savings Plan (1966). 
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9. Long term debt 


Bell Canada 


First mortgage bonds (secured by a first mortgage and a floating charge) 


Maturity Date 


March 
May 
January 
November 
November 
May 

June 
December 
April 

July 
August 
April 

May 

June 
January 
August 
March 
June 
October 
August 
January 
July 

May 
November 
January 
October 
February 


April 
November 
March 
September 
April 
August 
December 
April 

May 
November 
December 
June 
September 
December 
June 
October 
February 
December 
September 
April 


1) 
2, 
i 
7165, 
15 


-_ ewe ew ew 


-— -. = © 


—_— i 


se 
-—=]$ Paso CHa A ON ]H HN TONY PAP AH HH Hp AH SH 


—_ 


ie), 
15, 
14, 

1, 


1, 
15, 
1, 
We 
1, 
1, 
3, 
14, 
1, 
1, 
Ut 
1, 


1986 


1993 


1999 


Rate of 
Interest Series 
Cate ik nN eae Te EV ee eee ee ee 
Sone See ee AN een ee ke a ees 
O14. Vo eee © te see Rb Nee co eae, Ss Me es are 
TAC Geen eet. AK ts 33 eee 
T¥2 % BS SHEA CeTICE BONGO AU araiatacsis ivi etelere ree einicinia ic cfeletealeaeisine siete 
Boa Gre eee aig tate hehe 3c tartrate apr A 
OSA NC pean bie eerreet i BE a ee. sete ete 
OYUETOG Fe ede ee AR Py Pere Sh 
SRE So eR ed reer Belt ce ee eee 
BVGRIG te ere Qe et hee ee eee 
Sipe SG2.. come ate te POS ech eee ee eee 
Gay Sota A ee AGS, do Oe ak Shoes 
FAST Sate, Sone aie BG. ere ee an amt 
AEG ee eee ballast ee ens ae and 
DOO AE ee OA area heb VS SR ere = conte ane 
5 Yao rake ie sees Te, CA Se A ee 2 
BV AUG. eee ene Pie GAAS ae re amen. 
San oer ae mes Wik cen es, Fe ee 
LSS URy ii, Rene aa Ae ee bmn BC fds BUS Wnt a AE aan 
BIe Sou fe aes AZ 5 he ee Ree ee 
ORION Thee 1 he Bites ele eRe Le ch ns at 
GUBRSG. ee ees AE ig tee eee es oe 
WRG Ana Neat geri eee Se X dbase Rice cen MAb Memes s 
[SRS ani ie OE pee A aces puede eee eee 
She AL i ie tata et he APM Den ketene mens fre sri 
AS OC omer cee Ze) See AE tee ae 
GserCoRee kk eee AGP ERR Lee eee 
(oh Nely Ala enema Se AO) Os 4: oe 5 ee a 
Qa nore eau nee 7 AO ae ierne Ort ea al  anre 
ah A Saami 8 AD? Lee eet een 
Oe ote meee weave PL ean ee eon 
SIM oie Serene ATS sect tr ot eens 
B34 Sores A woe ten Ae Fs eee ROE Piet: rea 
SCG ee a ee) AWS Se Ae ee 
83696: eid An es AY): bch a el a ioe 
fo Toh Ak (ie heen © AG foe hee ee eee 
TUB One oe ee BB 5. cer seen: 
SYVeRSow ae ae re BD eS . 2 eee ees 
So Cope seer ke AN Boe eee 
NOVAS cee ee BHAt) ©... Maree ee 
oa es an a Mie eee BEng tks a ee eee 
PH CLOVE. Sale ath NR DAG oe cade Ornate ear aeees 
ASS oom eee AB Re te ee ere ee 
10 oor ee ee tee BGS), Aes ne eee 
Gi eon ee. ae Aap Gee at Ooo Caner ot 
Soe ay aaa ae BA peated Ohl eee ey 
6: 60S6re eee PRS Ge occ Rh Poe eee 
6:90 9s ee ee ANA nore cee Renee 
Oe Sou eer vee Bul eee eee eee 


Exchange premium less discount, at time of issue, on first mortgage bonds 
payable in United States funds 


Debentures 
July 15, 1986 
April 1, 2006 


Exchange discount, at time of issue, on debentures 
payable in United States funds 


Sub-total — debentures 


Subsidiaries 
Northern Telecom Limited (consolidated) 
Newfoundland Telephone Company Limited 
Northern Telephone Limited 


Other 


Less: Long term debt due within one year 
Total — consolidated 


(thousands of dollars) 


Authorized and outstanding 


December 31, 1976 


$ 35,000 
54,400 
35,000 
10,000 
25,000 
40,000 
45,000 
25,000 
40,000 
30,000 
32,000 
13,500 
15,000 
24,000 
40,000 
50,000 
50,000 (a) 
30,000 
30,000 
26,000 (b) 
35,000 
35,000 
50,000 (a) 
50,000 

9,466 
50,000 (a) 
30,000 

600 
50,000 
26,500 
30,000 
65,000 
45,000 
50,000 
42,000 
35,000 
40,000 (a,c) 
50,000 
65,000 
60,000 (d) 
130,000 (a,e) 


75,000 
110,000 


2,076,466 


23,926 (f) 
2,100,392 


60,000 (a) 
200,000 (a) 
260,000 


4,820 (f) 
255,180 
2,355,072 


158,730 (g) 
2,514,302 


__ 92,375 
$2,421,927 


(a) Payable in United States funds. (e) Series BE bonds mature $13,000,000 U.S. 
per annum on June 1 in each of the years 


(b) Series AZ bonds mature $2,000,000 per : 
annum on August 1 in each of the years eee eUD ane lasive: 
1985 to 1997 inclusive. (f) Based on the exchange rate at December 


: 31, 1976 the premium on first mortgage 
(c) Series BB bonds mature $4,000,000 U.S. bonds would be $4,998,000 and the dis- 


per annum on April 1 in each of the years count on debentures would be changed 

1994 to 2003 inclusive. to a premium of $2,288,000. g 
(d) The holder of any series BH bond will (g) 

have the right to elect, after June 1, 1984 g 

and prior to September 1, 1984, that Bell 

Canada shall prepay the principal amount 

of such bonds on March 1, 1985. 


Interest rates and maturity dates of long 
term debt of subsidiaries are as follows: 


(thousands of dollars) 


Total 
outstanding 
Maturity dates * Interest rates 
54-57% % 6-77% % 8-9% % 10-111%2% 
First mortgage bonds 
RCE aya SABE te AG Reed TOMA Ae, $7 15213 $ — $ — $ — Soe 1,213 
TAA: eRe a mea. 790 500 _- — 1,290 
VOLO ee Since ee _ 820 -- a 820 
OOO ee eee tena a 1,700 — _ 1,700 
1S el og hele ee ee ee - 321 _ 321 
LGR. 3 techn halt ON ane 3,000 3,000 1,321 — 7,321 
ARSE Par 00h oreo el BRO <n _ 2,500 20,850 27,500 50,850 
Debentures and other 

“CTA cee ea eter — 413 — 779 1,192 
OT ee ee Scant a/c) eae 1,420 713 — 485 2,618 
cA is ke ety te a eee ate — 813 -— 587 1,400 
ROG Oey oe a sii glider = 813 — 653 1,466 
OS eee atest esos rg eee 585 2,472 _ 726 3,783 
VOBO-BG2 ore esse eee 15,019 10,936 2,100 667 28,722 
198729 Thee ae eee ee eee _ 4,987 33,597 2,000 40,584 
AOD 2= OG Materia tn Mes Seed kas, — — 1,400 14,050 15,450 

$22,027 $29,988 $59,268 $47,447 $158,730 


* Excludes sinking fund requirements. 


At December 31, 1976 the amounts of long term debt payable, including sinking fund 
requirements, by Bell Canada and subsidiary companies in the years 1977 through 1981 
are $92,375,000, $74,784,000, $115,836,000, $109,035,000 and $60,153,000 respectively. 


10. Debt due within one year It has been the practice for Bell Canada and 
(thousands of dollars) telephone subsidiaries to employ as interim 
aN hE REE ey pm ca financing, pending long term financing, debt 

December 31, due in twelve months or less after issuance. 
1976 1975 In Bell Canada the computation of ratios of 

Long term debt due debt to total capitalization for regulatory and 

within one year .... $ 92,375 SeO7,207 other purposes includes the debt due within 

Notes payable .......... 79,935 60,354 one year. 

Bank advances ........ 15,288 17,429 


$187,598 $145,000 


23 


24 


Additional data with regard to Notes payable 
(dollars in thousands) 


1976 1975 


i) Maximum amount 
outstanding at any 
month-end during 
the year ended 
December 31 .......... $115,359 $ 60,354 


ii) Average amount 
outstanding during 
the year ended 
December 31 .......... $ 90,167 $ 45,602 


iii) Weighted average 
annual interest rate 
during the year 
ended December 31 8.7% 8.5% 


iv) Weighted average 
annual interest rate 
at December 371 ...... 8.0% 9.5% 


11. Commitments 


Bell Canada and its subsidiaries are party to 
certain non-cancellable leases for property and 
equipment used in the performance of their 
business. At December 31, 1976 the aggre- 
gate minimum annual rental commitments for 
all such leases, and the commitments for 
non-capitalized financing leases included 
therein, are approximately as follows: 


(thousands of dollars) 
Aggregate Financing 


ADTs Seen as Se $47,096 $21,647 
19 (Be steers eee ee 36,089 21,030 
OT OIE w kom cane ean. 30,598 17,296 
HOGOE T. maeerey, okt. es 24,181 14,100 
LOST Sete, eee 19,063 12,512 
1982-86 cece ere cc: 63,493 45,254 
19S. 7 =O eerie ae 38,836 35,791 
1992-96 jn eer ee case 28,999 27,100 
Thereafter ...............00... 36,585 32,405 


Rental expense for the year ended December 
31, 1976 was $77,168,000 ($70,556,000— 1975). 


Bell Canada has agreed to purchase a mort- 
gage for a sum not to exceed $37,106,000 in 
the event of mortgage payment default by the 
owner of a building. In such event the lease 
commitments mentioned above will be re- 
duced by approximately $74,078,000. 


12. Pensions 


Bell Canada and most of its subsidiary 
companies have non-contributory plans 
which provide for service pensions based on 
length of service and rates of pay. The 
actuarial valuations as of December 31, 1975 
indicated that all vested benefits were fully 
funded. The funding programs meet the 


requirements of Federal and Provincial laws 
related to pension funding. 


The total provisions for the cost of pension 
plans were $115,066,000 for the year ended 
December 31, 1976 ($89,341,000 — 1975). 


13. Remuneration of officers and directors 


During the year 1976, Bell Canada’s share- 
holders were served by 22 directors. As such, 
their aggregate remuneration from Bell . 
Canada was $233,000. Some of them served 
also as directors of Northern Telecom 
Limited, and certain of its subsidiaries; as 
such their aggregate remuneration was 
$87,000 from these companies. 


Bell Canada had 32 officers during 1976 

and their aggregate remuneration as officers 
was $2,844,000. Three of the officers served 
also as directors of Bell Canada in 1976. 


In addition, payments made by Bell Canada 
for the benefit of certain of its officers 
pursuant to special retirement plans amounted 
to $408,000 for 1976. 


14. Canadian anti-inflation legislation 


Anti-inflation legislation controlling increases 


in profit margins, prices, dividends and 
compensation became effective in Canada on 
October 14, 1975. The Company, excluding 
its non-Canadian subsidiaries, is subject to 
this legislation. 


Insofar as prices and profit margins are 
concerned, the Canadian Radio-television 
and Telecommunications Commission (the 
““Commission’’), as the body which approves 
the prices of Bell Canada, has been given the 
authority regarding the application of the 
Anti-Inflation Act and the related regulations 
to Bell Canada. The Commission is granted 
certain discretion by the Anti-Inflation Act in 
the application of the regulations to Bell 
Canada, depending upon the opinion of the 
Commission as to whether the particular 
facts of the situation warrant the exercise of 
such discretion. Under the regulations 
applicable to 1976, the annual pre-tax profit 
margin of Bell Canada was generally limited 
to 95% of Bell Canada’s base period margin 
(its average pre-tax profit margin for the 
taxation years 1970 through and including 
1974). On October 29, 1976, revised regula- 
tions governing prices and profit margins 
were issued. Effective January 1, 1977, the 
annual pre-tax profit margin allowable to a 
non-distribution company is reduced from 
95% to 85% of the appropriate base period 
margin, which may be either the average 
pre-tax profit margin for the taxation years 
1970 through and including 1974 or the 
pre-tax profit margin for the taxation year 


1975. An investment credit is also available 
in 1977 which permits companies to increase 
the 85% limitation to a maximum of 93.5%. 


New regulations governing increases in 
dividends were issued on October 13, 1976. 
On January 28, 1977, Bell Canada was 
informed by the Anti-Inflation Board (the 
“Board’’) that it will not intervene if 

Bell Canada decides to declare an increase in 
the quarterly dividend rate from 93 cents to 
$1.02 on the common shares outstanding. 


Based on available information, managements 
of Bell Canada and its Canadian non- 
manufacturing subsidiaries are of the opinion 
that their respective companies are in com- 
pliance with the statute and regulations 
applicable to 1976. 


With respect to Northern Telecom and its 
Canadian subsidiary companies, under the 
regulations applicable to 1976, in the case of 
sales in Canada attributable to manufactur- 
ing Operations, prices were to be controlled 
so that pre-tax profitability was generally 
restricted to 95% of the average pre-tax 
profit margin for the taxation years 1970 
through and including 1974. In the case of 
domestic sales attributable to distributing 


15. Quarterly financial data 


operations, the regulations applicable to 1976- 
required that prices be restricted generally 
so that the 1974 gross profit margins were 
not exceeded. Effective January 1, 1977, the 
annual pre-tax profit margin allowable to a 
manufacturing company is reduced from 95% 
to 85% of the appropriate base period 
margin, which may be either the average 
pre-tax profit margin for the taxation years 
1970 through and including 1974 or the 
pre-tax profit margin for the taxation year 
1975. An investment credit is also available 

in 1977 which permits the increase of the 
85% limitation to a maximum of 93.5%. 


Northern Telecom has agreed with the Board 
to a compliance plan which defers certain 
domestic price increases that would other- 
wise have been effected on February 1, 1977 
in order to absorb in 1977 the excess revenue 
which the Board considers to exist with 
respect to 1975 and 1976. 


As required by the anti-inflation legislation, 
Bell Canada and its Canadian subsidiaries 
have provided the Board with full details of 
labour contracts which have been ratified. 
These submissions are subject to review 
and approval by the Board. 


Summarized consolidated quarterly financial data (in thousands of dollars except per share 


amounts) for 1976 are as follows: 


MotalgoperatinG MeVCNUCS 2 4.5.0, aco e nse tee ee rests eee 
NettoperatingiTeVenues foc cpace cette eens e eres 
Sales revenues — manufacturing and distributing ............ 
Gross profit — manufacturing and distributing ................ 
Income before extraordinary iteMS 00s 
INGERIMICORnTE (Tea ee arctic orescence naveeer mete a tere tree 
Net income applicable to common shares ....................... 
Earnings per share before extraordinary items* ............ 


Assuming full conversion of convertible preferred 
shares and exercise of warrants ..............0cccceeee 


* Based on average common shares outstanding (thousands) 


March 31t June30f September 30 


Three months ended 


$490,326 $508,436 $521,740 $536,182 
144,002 141,386 146,199 141,272 
277,281 305,422 247,542 271,629 
78,624 86,787 72,321 75,081 
74,316 73,681 68,997 70,530 
74,662 74,073 69,680 71,297 
67,609 67,113 62,847 63,296 
1.69 1.67 1.55 1.54 

1.55 1.54 1.44 1.44 
39,815 39,930 40,196 40,476 


(1)Includes extraordinary gain of $346,000 ($0.01 per common share), $392,000 ($0.01 per common share), $683,000 
($0.01 per common share) and $767,000 ($0.02 per common share) for the three months ended March 31, 1976, 
June 30, 1976, September 30, 1976, and December 31, 1976, respectively, representing a reduction of income 
taxes arising from the utilization of prior years’ tax losses of a subsidiary of Northern Telecom Limited. 


+ Restated — see note 1 
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(millions of dollars) 


Historic cost at At estimated 
December 31, replacement 


16. Translation of foreign currencies 


If long term debt payable in U.S. funds had 
been translated at balance sheet date, 


according to the United States Financial Al oes! 
Accounting Standards Board’s Statement Telecommunication 
No. 8: Accounting for the Translation of property: 
Foreign Currency Transactions and Foreign Subject to replace- 
Currency Financial Statements, consolidated ment cost 
net income would have decreased by disclosure $ 7,264 $10,413 
$2,200,000 or $0.05 per common share for the Land and plant 
year ended December 31, 1976 (decreased by under construc- 
$10,400,000 or $0.27 per common share — tion, included at 
1975). The effect on porecegee net income historic cost 303 303 
by quarters in 1976 would have been as ania 
follows: first quarter — increased by ieeso Ae cumulated (oem LOE 
$13,500,000 or $0.34 per common share; denreciation 2.095 3.584 
second quarter — increased by $8,900,000 or epic Se 
$0.22 per common share; third quarter — 9,472 7,18 
decreased by $1,400,000 or $0.03 per common Assets held under 
share; fourth quarter — decreased by financing leases, 
$23,200,000 or $0.57 per common share. at discounted 

value 72 91 
17. Replacement cost data (unaudited) 5,544 7 (208 
The Company has developed estimates of the Manufacturing and ey 
replacement cost of the productive capacity distributing property: 
represented by its plant investment. Inven- Subject to replace- 
tories, depreciation expense and cost of sales ment cost 
(manufacturing and distributing) have also disclosure 333 649 
been estimated on the basis of replacement Land and other 
cost. These estimates have been prepared in property, in- 
compliance with rules and guidelines issued cluded at 
by the United States Securities and Exchange historic cost 35 35 
Commission. 368 684 
Replacement cost of productive capacity Less: Accumulated 
and inventories depreciation 194 400 
The replacement cost data presented below 174 284 
is an estimate of the cost that would be in- Assets held under 
curred if the productive capacity and inven- financing leases, 
tories were replaced at cost levels existing at discounted 
at December 31, 1976. Land and plant under value 15 18 
construction are not revalued but are 189 302 
lade dae Lu stene cost a Net plant investment $ 5,733 $ 7,525 
The Company recommends caution in inter- SS 
preting the significance of the difference ; 
between replacement cost and historic cost Inventories $227 $235 


for the following reasons: 


i) The estimates are based on the assumed 
replacement of productive capacity at 
December 31, 1976, using a mix of tech- 
nology appropriate to business conditions 
existing at that time. 


Actual replacement will take place over 
many years, using a mix of technology 
appropriate to business conditions exist- 
ing at those future dates. 


ii) The establishment of the estimates in- 
volves numerous assumptions and there- 
fore the result must be recognized as only 
an indication of the replacement cost of 
productive capacity. 


Depreciation expense and cost of 
sales (manufacturing and distributing) 


The Company has estimated the depreciation 
charge which would be required if the aver- 
age depreciable plant for the year were 
valued at its replacement cost, and the cost 
of sales (manufacturing and distributing) on 
the basis of replacement cost. These esti- 
mates are presented below. 


Bell Canada stresses that it would be incor- 
rect to assume that net income as reported 

in the historic cost financial statements can 
be adjusted by the additional depreciation 
expense of $165 million to produce a more 
meaningful measure of income. The major 
portion of the increase in cost of sales (manu- 
facturing and distributing) is due to the in- 
crease in depreciation expense. In addition to 
these adjustments, the following factors 
would have to be considered: 


i) The estimates do not cover all assets, 
liabilities, revenues and expenses and 
therefore the estimates are incomplete. 
The effects of these additional elements 
would have to be included in the measure- 
ment of income. 


ii) The estimates of replacement cost assume 

- amix of plant and technology which is 
different from the plant in place. If the 
assumed plant and technology were in 
place, operating and maintenance cost 
savings would be realized and additional 
revenues would probably be generated 
since the newer plant has greater service 
capabilities. In the opinion of management, 
such cost savings and additional revenues 
would be significant in total. It is, however, 
not possible at this time to estimate them 
with reasonable accuracy. 

These factors together with others such as 

the cost of additional financing, if necessary, 

and income tax considerations, make it 

misleading to recalculate net income. 


(millions of dollars) 


At estimated 
replacement 


As stated for 
year ended 


December 31, 1976 cost 


Depreciation expense 
Telecommunication 


property $ 400 $ 553 
Manufacturing and 
distributing 
property 27 39 
$ 427 $ 592 
Cost of sales (manu- 
facturing and 
distributing) $ 789 $ 807 


Replacement cost estimation procedures 

In the case of telecommunication property 
where there have been significant technologi- 
cal improvements, the Company assumed 
that productive capacity would be replaced 
with the most modern technology that could 
be justified in terms of the foreseen demand 
for the services. For this reason, latest tech- 
nology was not assumed to replace all 
existing capacity. 

The specific method used to develop replace- 
ment cost data was tailored to the charac- 
teristics of the assets being evaluated, as 
follows: 

Central office equipment — current acquisition 
cost of equipment used to meet currently 
foreseen demand. The equipment replace- 
ment pattern that was assumed provides for 
slightly more than half of Bell Canada’s 
subscribers to be served by the most tech- 
nically advanced electronic switching sys- 
tems, as opposed to slightly more than 10% 
that are currently served in this manner. 
Outside plant — current construction cost per 
conductor mile. 

Station equipment — current acquisition cost 
per unit. 

Buildings — current construction cost per 
square foot of space. 

Tools and vehicles — current acquisition cost 
per unit. 

In the case of manufacturing and distributing 
property, replacement costs were estimated 
by using current acquisition costs or indices 
specifically developed for several major 
categories. Present business conditions, 
current technology and the Company’s nor- 
mal approach to replacement of capacity 
were assumed. 

Replacement cost of inventories was esti- 
mated to reflect current cost of material, 
labour and expense. 

Depreciation expense was estimated based 
on the average replacement cost for the year 
of the depreciable assets. The depreciation 
charge was calculated on a straight line 
basis, using the same useful lives for the 
assets as is used in the historic cost financial 
statements. 

Cost of sales (manufacturing and distributing) 
was estimated on the basis of replacement 
cost by adjusting historic cost for the increase 
in costs between the time of manufacture 

and the time of sale. 


18. Subsequent event 

On February 15, 1977 Bell Canada issued and 
sold to underwriters $150,000,000 principal 
amount of its 9.40% debentures, series DC 

to mature on February 15, 2002 for the sum 

of $147,825,000. 
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Bell Canada 


Summarized Income Statement — Non-Consolidated (Note 1) 


Operating revenues 


LOCAL SONVIC Ges kc cccc catersernrsacivs teen create Torte ce eae en eee 
Long-distance S6rviCey. ce tea eaten eee eee 
Miscellan@ous:— Neti cs..jccan¥stesceseck oestcaan Geo eeptve sae bee eee 
Total ‘operating revenues 4552.5.0cbtc.csacces- eves ee eee 
Operating: Expenses cain. ciicrereeersees marssmeccts tas Rel eer a eieceee eee 
Net operating revenues s.c.y.2. 2s eet patent el eee ee 
Other income 
Dividends — from subsidiary COMPANIES ...............cccccccceeeseeeeesseeeees 
— from associated COMPANIES .............. cc cccceseseeeeseeeees 
Interest charged to construction ..................000+.00.+ Aeidepctan eeeee aoe 
MiscellaneOusycitscce & hiscivestoriioveutbouhernes.vsocin eats kee nee eee eee 
TOtal Other InCOMe-s......ccsdeoderc tecasensauerece ceseuan ence ee ene eee 
Income before underlisted itemSteai.n.4-ce eee ee 
Interest CRArGeS:.icicccce sco. sc hace eee eo cedee eee 
Income before income taxes and extraordinary item ................... 
INCOME: TAKES 5.0.55... eccnacevogeenec tee eee eGete Rat ns GleeccR I eame ne Cee masa tern 
Income: bétore extraordinary: temlicn ec bcccer ee eee 
EXtraordinary stein © staces goin enters ieee seats eee ere ee 
Net COME 25 oasis Seis eesive ios ccigs chs eesspesunsbcadaa sale ava og ee ee 
Dividends on preterred:shares =.) etree 
Net income applicable to common Shares ..000...........ccccccceccceeeeeeeeeeees 


* Gain, on a non-consolidated basis, net of income taxes of $13,759,000 arising 
from the sale of 5,250,000 common shares of Northern Telecom Limited, 
computed by deducting from the net proceeds the average cost to Bell Canada 
of such shares amounting to $25,515,000. 


Earnings per common sharet 
— before extraordinary tern 22.02 ...ccc0:s-0s 000 secasy aeeee keener tee 
=' extraordinary) itemircs..cescceaecteeeece eee c vote tac tee ee eee ee 
— after‘extraordinary iteM mcs. ee en eee 


Assuming full conversion of convertible preferred shares 
and exercise of warrants 
— before:extraordinary’ Item ie. fer asec ste ee eee 
—‘Oxtraordinary TOM oc. ce Weare sttectrecc ae tat ae eee ee 
— after extraordinary item ...... sh cade Slav c ct hoy ie eaee eta eee 


Dividends declared per common Share ..0000...............cccccceeeessececceeeeees 
ft Based on average common shares outstanding (thousands) ........ 


(thousands of dollars) 


Year 1976 


$ 990,259 
867,679 
45,986 


1,903,924 
1,372,123 
531,801 


18,172 

6,971 
14,734 
25,350 


65,227 
597,028 


172,570 


424,458 


185,825 


238,633 


238,633 


28,847 


$ 209,786 


$5.23 


$5.23 


$4.96 


$4.96 


$3.58 
40,106 


Year 1975 


$ 878,257 
753,581 
34,032 


1,665,870 
1,175,693 
490,177 


19,854 

5,679 
17,231 
10,576 


53,340 
543,517 


156,218 


387,299 
174,243 


213,056 
92,597 


305,653 


24,845 


$ 280,808 


$4.83 
$2.37 
$7.20 


$4.68 
$2.06 
$6.74 


$3.44 
38,998 


Bell Canada 


Summarized Balance Sheet — Non-Consolidated (Note 1) 


(thousands of dollars) 


December 31 December 31 


1976 1975 
Assets 
Telecommunication property — at cost 
Bulldings;> plan teandvequibment: sce 2-cssccs-seusseschsc-cceeertetess-oxceaee $6,815,786 $6,113,945 
bess #Accumulated depreciation... :n0.c.ctescse.csccs eee 1,999,212 1,752,933 
4,816,574 4,361,012 
Rand rand piantsUnGel.CONStKUCtION = .sm eee eee 292,260 246,594 
Matetiah ana; Suppilesn, ttc. ers. toceuiceeeresccre eee eee ree eee 100,424 (2,001 
5,209,258 4,680,463 
Investments — at cost 
SUDSIGIAIVZCOMPARICSS esau cece oe kee esos ont ee re een 215,563 215,067 
ASSOCIGLEGE COMP AINGS sin tereer senor tes ee siees ae ene cece akan 107,971 107,944 
323,534 S25,011 
CUPFENnteASSOTS Bettis rie 8 tare sete oh Serta ee ire Sher Tek rs 21 eee ee 346,490 405,539 
DETOIFeG Charges i saccit ee vitesse tren te Anguaas veeedes vememen eaneinenecen. ee caer eee 28,295 26,947 
Ota ASSIS eee eee ree oes sate ee oe ans ssasenoeen maser eiiatehyaee $5,907,577 $5,435,960 
Liabilities and shareholders’ equity 
Shareholders’ equity 
Capital stock 
Preferred:Sharesic tenes nce to ee ac eins Mee $ 376,997 Sie34G21! 
GOMMONESMALES Tec cre creed tara bees deaccneke sucess eRe eee eee 1,015,509 994,092 
Promitiim,On Capital, StOCK -aecn accede are o.csde cre eae cece renee 460,878 441,213 
Retained, -Carmingsa sa vceres eetreres occas ac ee ees va eee ee tee eee 659,912 595,644 
2,513,296 2,374,160 
a fats pate) dpe (2 8) ier ste ts fee re es mem RS mI Pe RE PWN 2,266,172 2,100,392 
Current abilities. . e etn e crtenve ke decce sce eee eee ceen eee ee nes; See 451,205 373,293 
Deferred credits 
IACOMOITAXES et eek eters et wares ie eee ee eon eee 657,966 570,328 
FO) | gs) ebro ornare int te Ie dod ne Be Ser en Ree Rs Cag: Nena te ere corey 18,938 17,797 
676,904 588,125 
Total liabilities and shareholders’ equity ...................c cee $5,907,577 $5,435,960 
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Bell Canada 


Summarized Statement of Changes in Financial Position — 


Non-Consolidated (Note 1) 


Source of funds 
Operations 
Income before extraordinary itOM ..........c ce ceceeeeeeeeeeeneenneees 
Items not affecting current funds — 
Depreciations sce tt et aie te coe eer eee ere cere eee eee 
Interest charged tO CONStruCTION \<-:c)..-2-0c-eseene eee 
Other — Net ccciisac5. cs sd eee rato emeaee ieee eee ee ee 


Net proceeds from the sale by Bell Canada of 
common shares: of a:SUDSIGIOLY ss re ce rene 
Proceeds: from long ternvdebt\..6.-..0.. ee eee 
Proceeds from preferred "shares 22 un eee ee ee te 
Issue of common shares upon conversion of convertible 
preferred: SNaresu soci ces: sacoesteassesteoesspuatentoce aerator ene one meee tes 
Miscellanecousiiiasl seat norercs ies ore csisv cei uence ae eee eee eine 


Disposition of funds 

Capital expenditures — 
Gross..capital- expenditures 2 s2.05,.s.02.1..1.00.0e eee 
Deduct: charges not requiring funds: ......c. eee 
Increase (decrease) in material and supplies ......................0 
Net: expenditures: ccccc.citi uw cwdsdemc emo eee 
DIVIGD CMS: iesesesyscsachetssoetins endeassersadssoandekobattenes ote em aeREE een eet 
Reduction of long termidebt. ce ee eee 
Acquisition ofcinvestmentSan 2. accu ceree ee ee eee eee 
Conversion: of pretetred shares .v2.....cc.eeece te eee 
MISCOILANGOUS cise crtiwunit ee Oar lett tieiiee ly Masten eee nen 


Auditors’ Report 
The Shareholders, Bell Canada 


(thousands of dollars) 


Year 1976 


$ 238,633 


381,878 
(14,734) 
94,567 


700,344 


251,031 
68,248 


34,655 
12,371 
136,971 


$1,203,620 


$ 900,692 
(25,221) 


27,567 


903,038 
172,816 
89,400 
1,670 
34,684 
2,012 


$1,203,620 


Year 1975 


$ 213,056 


338,260 
(17,231) 


85,260 


619,345 


118,112 
214,953 
123,336 


112,258 
13,544 


$1,201,548 


$ 809,635 
(26,639) 
(5,619) 
ASME 
160,263 
60,534 
6,088 
112,261 
2,156 
_82,869 
$1,201,548 


We have examined the consolidated balance sheet of Bell Canada as at December 31, 1976 
and 1975 and the consolidated statements of income, retained earnings, premium on capital 
stock, contributed surplus and changes in financial position for the years then ended. Our 
examinations were made in accordance with generally accepted auditing standards, and 
accordingly included such tests and other procedures as we considered necessary in the 


circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position 
of the Company as at December 31, 1976 and 1975 and the results of its operations and the 
changes in its financial position for the years then ended in accordance with generally accepted 


accounting principles applied on a consistent basis. 


Touche Ross & Co. 
Chartered Accountants 


Montreal, Que. 
February 18, 1977. 


Bell Canada 
and Subsidiary Companies 


Summary of Operations 


(thousands of dollars) 
Year ended December 31, 


1976 1975f 1974f 1973t 1972tf 
Operating’ revenues” 00... aes ee... $2,056,684 $1,790,971 $1,549,457 $1,364,158 $1,191,563 
Operating expensesa. rt en tet. ee 1,483,825 1,268,549 1,091,378 939,790 812,736 
Net operating revenues .................... 572,859 522,422 458,079 424,368 378,827 
Sales revenues — manufacturing 
EU C! CIS UM OUTS) gi. soseccessgsassocagasnsteen sano ccracaenae 1,101,874 1,020,715 972,226 613,772 535,025 
Cost ol¢sales: teu ee ye ee ete Oe 789,061 738,133 720,765 452,996 406,137 
Selling, general, administrative and 
OLNERPOXPEMSESih ek Ae hese a eo oh 183,582 155,504 144,299 99,278 83,078 
Netisalestrevienlicsm= ems ne eee 129,231 127,078 107,162 61,498 45,810 
otalsneterevenueswutme << eens eee 702,090 649,500 565,241 485,866 424,637 
Other InCOmMe verter ee cca ek eee eae 56,560 38,258 29,743 27,467 16,782 
Income before underlisted items .............. 758,650 687,758 594,984 513,333 441,419 
Interestechargesmerem emer te ha ee 191,581 175,144 143,937 125,699 108,763 
InComemtaxes Genk ener en) he ne ae ered 251,774 232,389 224,376 190,794 157,488 
Minority:vinteresti ye. 00 7 1 int ger ae Mt 27,771 13,441 2,235 (3,135) (1,226) 
471,126 420,974 370,548 313,358  — 265,025 
Income before extraordinary items .......... 287,524 266,784 224,436 199,975 176,394 
ExtraondinanvaltemSae eee nen eer 2,188 (a) 50,578 (a) — 5,396 (908) 
Netiincome ne eee ee 289,712 317,362 224,436 205,371 175,486 
Dividends on preferred shares .................... 28,847 24,845 17,594 14,020 13,079 
Net income applicable to common shares $ 260,865 $292,517 $ 206,842 $ 191,351 $ 162,407 
Earnings per common share * 
— before extraordinary items .................... $6.45 $6.20 $5.57 $5.04 $ 4.44 
— extraordinary items 2000.00... $0.05 $1.30 _ $0.14 $(0.03) 
‘— after extraordinary items ......0.....00....... $6.50 $7.50 $5.57 $5.18 $ 4.41 
Assuming full conversion of convertible 
preferred shares and exercise 
of warrants 
— before extraordinary items .................... $5.97 $5.87 $5.34 $4.86 $ 4.32 
— extraordinary itemsig usu $0.04 $1.12 _ $0.13 $(0.02) 
— after extraordinary items .......00.....00..... $6.01 $6.99 $5.34 $4.99 $ 4.30 
Dividends declared per common share ...... $3.58 $3.44 $3.12 $2.85 $ 2.65 
* Based on average common shares 
QuiSstandingn(thouSands)ses esses 40,106 38,998 37,128 36,931 36,808 
The effect on sales, consolidated net 
income and earnings per common 
share(1) resulting from the discontinua- 
tion in 1975 of the semiconductor 
business of a subsidiary of Northern 
Telecom Limited is as follows: 
Sales — manufacturing and distributing 
Continuing@operationsres.. .c..ccc055syae $1,015,865 $948,514 $597,821 $527,182 
Discontinued’ Operations: C.occs.2cscccccec ce: 4,850 POT ANE 15,951 7,843 
$1,020,715 $972,226 $613,772 $535,025 
Consolidated income 
Continuing operations 2.000.000... $ 268,305 $232,001 $205,991 $178,927 
Discontinued operations 0.0.0.0... (3,950) (7,565) (6,016) (2,533) 
Extraordinanyaitem smear eee 53,007 — 5,396 (908) 
Not sincOmener rat eee ee $ 317,362 $224,436 $205,371 $175,486 
Earnings per common share (1) 
Gontinulng operations: 4.)..0,8. 46 eu. $ 5.90 $5.52 $ 5.01 $ 4.38 
Discontinued operations .o..........00.0ce. $(0.09) $(0.18) $(0.15) $(0.06) 
Extraordinary Items 0... 2. $ 1.18 ~ $ 0.13 $(0.02) 
$ 6.99 $ 5.34 $ 4.99 $ 4.30 


(1)Assuming full conversion of convertible preferred shares and exercise of warrants. 
tRestated — see note 1 of the Notes to Financial Statements. 
(a)See note 4 of the Notes to Financial Statements. 
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Management’s Discussion and Analysis 


of Summary of Operations 


Total operating revenues 

Total operating revenues rose 14.8% in 1976 
and 15.6% in 1975, reflecting the effect of rate 
awards and increased demand for local and 
long distance telecommunication services. 
Bell Canada received rate awards in Sep- 
tember 1974, August 1975 and January 1976, 
which were estimated at $47.9 million, $31.1 
million and $71.1 million respectively, on an 
annualized basis. Application for a further 
rate award was filed by Bell Canada on 
November 3, 1976. The number of long dis- 
tance messages increased to approximately 
556 million in 1976, from 517 million in 1975 
and 471 million in 1974, or increases of 7.5% 
in 1976 and 9.8% in 1975. Miscellaneous 
revenues increased 27.7% in 1976 and 13.3% 
in 1975 reflecting primarily increased 
revenues from directory operations. 


Operating expenses 

Operating expenses increased $215.3 million 
or 17.0% in 1976, and $177.2 million or 
16.2% in 1975. Employee-related expenses 
increased as a result of higher wage rates 
and growth in business. Demand for telecom- 
munication services necessitated increases 
in investment in depreciable plant in service 
(percentage increases were 11.6% in 1976 
and 12.9% in 1975), which resulted in in- 
creased depreciation (increase of $46.7 
million or 13.2% in 1976, and $53.0 million or 
17.6% in 1975). Approximately 30% of the 
increase in 1975 depreciation expense was 
attributable to revised depreciation rates due 
to modified service lives of certain categories 
of plant. Maintenance expense increased 
$38.1 million or 13.2% in 1976, and $26.7 
million or 10.2% in 1975 due mainly to higher 
wage rates coupled with increased work 
volumes. Increases in service pension costs 
also contributed to higher operating expenses. 


Net sales revenues — manufacturing and 
distributing 

Sales revenues were $1,101.9 million in 1976, 
compared to $1,020.7 million in 1975, showing 
an improvement of 8.0% which was due 
principally to higher prices and to higher 
volumes of switching and subscriber equip- 
ment products, somewhat offset by lower 


volume of transmission products. Sales 
revenues in 1975 were 5.0% higher than the 
1974 sales of $972.2 million, largely the result 
of price increases, with volume gains in the 
switching and transmission product groups, 
offset by declines in wire and cable volumes. 

Cost of sales, represented largely by 
material and wage and salary costs, con- 
tinued to escalate in 1976 but at a slower 
pace than in 1975 and 1974. The gross 
margin improved to 28.4% in 1976 compared 
to 27.7% in 1975 and 25.9% in 1974. These 
improvements were achieved by continuing 
major efforts over the three years to effect 
productivity gains and cost reduction pro- 
grams, as well as the implementation of 
certain price increases in all three years. 

Selling, general and administrative ex- 
penses of $121.8 million in 1976 increased 
16.4% from 1975 expenses of $104.7 million. 
In 1975 there was an increase of 8.3% over 
1974 expenses of $96.7 million. As a per- 
centage of sales, these expenses were 11.1% 
compared to 10.3% in 1975 and 9.9% in 1974. 
The increases in both years were principally 
due to Northern Telecom Limited’s expansion 
of selling and marketing activities, partic- 
ularly in the United States and international 
markets, and higher costs for compensation 
and benefits. 

Other expenses, mainly research and 
development expenses related to manufac- 
turing operations and consisting primarily of 
compensation and benefits costs, were $61.8 
million in 1976 compared to $50.8 million in 
1975 and $47.6 million in 1974. As a percent- 
age of sales, these expenses were 5.6%, up 
from 5.0% in 1975 and 4.9% in 1974. These 
increases reflect the higher level of research 
and development activity associated with 
developing a complete family of digital 
products, and Northern Telecom Limited’s 
decision to maintain its level of research and 
development programs, following repeal in 
1976 of the Canadian Industrial Research and 
Development Incentives Act under which 
Northern Telecom Limited had received $4.4 
million in 1975 and $3.3 million in 1974. 


Other income 

Total other income increased by approxi- 
mately $18.3 million in 1976, primarily 
attributable to higher temporary cash invest- 
ments coupled with higher interest rates 
earned. Equity in net income of associated 
companies increased throughout the periods 
under discussion due to higher earnings of 
these companies. Interest charged to con- 
struction increased by $3.2 million in 1975 
due to increases in average plant under 
construction during the year. The decrease 
of $2.7 million in 1976 in interest charged to 
construction reflects completion of many 
major construction programs in 1975. 


Total interest charges 

Interest expense on additional debt issued to 
finance construction programs and the effect 
of refunding matured debt at higher interest 
rates contributed to increased interest 
charges in 1976 and 1975. Percentage in- 
creases were 9.4% in 1976 and 21.7% in 
1975. The average embedded cost of debt 
(on a consolidated basis) was 7.5% in 1976, 
compared to 7.4% in 1975 and 6.9% in 1974. 


Income taxes 
Income taxes rose 8.3% and 3.6% in 1976 
and 1975, respectively, primarily as a result 


of higher earnings partially offset by reduc- 
tions in the statutory tax rate. 


Minority interest 

In December 1973 Northern Telecom Limited 
sold common shares to the public. In October 
1975 Bell Canada sold approximately 20% of 
the outstanding common shares of Northern 
Telecom Limited by way of a public offering. 
The foregoing, coupled with increased 
consolidated earnings by Northern Telecom 
Limited, gave rise to increases in the minority 
interest of $14.3 million and $11.2 million in 
1976 and 1975, respectively. 


Extraordinary items 

The extraordinary gain of $2.2 million in 1976 
represents a reduction of income taxes 
arising from the utilization of prior years’ tax 
losses of a subsidiary. 

In 1975 Bell Canada realized an extra- 
ordinary gain, net of income taxes of $14 
million, of approximately $53 million (on a 
consolidated basis) from the sale of 5,250,000 
common shares of Northern Telecom Limited. 
In 1975, there was also an extraordinary loss 
of $2.4 million, net of income taxes and 
minority interest, representing a provision for 
costs of terminating the semiconductor 
business of a subsidiary. 
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Price Ranges and Dividends Paid— Common and Preferred Shares 


Price Ranges (a) 


1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 
High = Low High Low High = Low High = Low 
1976 
Common (b) $47% $42% $48V¥e $4434 $51%  $47% $50%  $44% 
$3.20 Preferred $47 $43 $473%4 = =9$45% $51 $471 $50 $45%4 
$3.34 Preferred 47% 44% 48Ve2 45 5 47% 505 45% 
$4.23 Preferred 50% 47% 502 48% 52%, 49% 52V2 46% 
$2.28 Preferred ALi 252 27% 25% 272 26 28 247% 
$2.25 Preferred 26 24% 26 244 26 25 26% 244 
$1.80 Preferred — — — — —— — 20% 19% 
1975 
Common $4838 $4312 $47% $44% $45 $40%4 $44% $40% 
$3.20 Preferred $473%4 = =©=—6$48% $47%4 $44 $4434 $40% $44 $41 
$3.34 Preferred 48Ve 43% 47 44% 447% 41 44% 40% 
$4.23 Preferred 54 44% 52V2 47% 50% 45% 49% 45% 
$2.28 Preferred — — — —— 26% 24% 26% 242 
$2.25 Preferred 29 25% 27% 23% 26 24 25% 24V2 
Dividends Paid 
Common shares 
1976 $0.86 $0.86 $0.86 $0.93 
1975 $0.78 $0.86 $0.86 $0.86 


Preferred shares 
The indicated rates are annual rates and dividends have been paid quarterly since dates of issue. 


(a) The table shows market prices on the Toronto Stock Exchange. The common and preferred 
shares are also listed on the Montreal and Vancouver Stock Exchanges in Canada. The 
common shares are also listed on the Stock Exchanges of Amsterdam, Basle, Brussels, 
Dusseldorf, Frankfurt am Main, Geneva, London, New York, Paris and Zurich. 

(b) Bell Canada common shares have been listed on the New York Stock Exchange since 
August 18, 1976. High and low prices (U.S. dollars) were $52%2 and $442, respectively, for 
the period ending December 31, 1976. 


Bell Canada 
Non-Consolidated 


Benefits and Pensions 


Bell Canada’s Employee Benefit Program is comprehensive; it provides 
coverage for medical expenses and earnings lost due to sickness or 
accident absence; a basic retirement income; protection for dependents 
through death benefits and low cost life insurance; a plan for systematic 
savings. Together with various government plans, the Company’s plans 
furnish a program of financial security for employees and pensioners. 
The Company pays the full cost of the program, except as noted. 


Payments made by Bell Canada for 1976 include: 


POMSIONS FAME TULL Seo cc ect vede cd cen pee sO el $ 79,160,000 
— Royal Trust Company is Trustee of the Pension Fund 


— the fund is committed irrevocably to service and deferred pension 
purposes 


SICKTIOSS a SOM Clits reer n oe oc was beavinn Shed cwcsesassnthaen eadboneteas tle ane keees 18,629,000 
— provincial hospital and medical insurance coverage 

— additional hospital and medical services and supplies 

— sickness, on-duty and off-duty accident absence 

— long term disability benefits; disability pensions 


DIGELE TT ES CTICTIRS per ye oro rad fe acoace renee cadapsunaste chub eatseeotanes 4,328,000 
— death benefit, payable to eligible dependent relatives 


— Group Life Insurance: Part 1, cost-shared insurance 
Part 2, employee-paid term insurance 
Part 3, cost-shared survivor income benefit 


Employees 2 Savings Planitia ces Cachet decsecedenmasorsaes ee Saree 7,001,000 


— Company contributes $1 for every $3 subscribed by employee (up to 6% 
of salary) towards purchase of Bell Canada shares, which are purchased 
on the open market by the Trustee 


Ottner Payimennts reg ree a eee ae eee cree oct ecece pet tees Jereesnnssaucndswcccednesies 17,905,000 


— Statutory contributions to the Canada and Quebec Pension Plans, 
Quebec Health Insurance Plan, Workmen’s Compensation, 


Unemployment Insurance 
Total 2. fte ne $127,023,000 


35 


Statistical Summary 


Bell Canada — Consolidated Data 1976 1975 1974 1973 1972 
Income Statement Items (thousands of dollars) T 
Operating Tevenues |. ces. atime deities ere eal $2,056,684 $1,790,971 $1,549,457 $1,364,158 $1,191,563 
Sales revenues — manufacturing and distributing .............. 1,101,874 1,020,715 972,226 613,772 535,025 
Income: betorevextraondinany Lem Saamraeeaeeriteeneieinrer ein at rerene 287,524 266,784 224,436 199,975 176,394 
NeGtInCOME: 5... ncacd crs ane m-cicut a hete Re Nave ranseroey ener ree ee gseen etre Petr pepe cenit. 289,712 317,362 224,436 205,371 175,486 
Preferred dividends =o 12ers es See eee ice toe 28,847 24,845 17,594 14,020 13,079 
Net income applicable to common shares .................... 260,865 292,517 206,842 191,351 162,407 
Balance Sheet Items (thousands of dollars) T 
Total property — net * vic. eee ace owe ei ene eee $5,645,680 $5,068,778 $4,580,022 $4,047,907 $3,711,943 
Preferredivequity *5 vans 2 Soe scones Pebemegetocce iereccli enters ieee lew. staan ene 376,997 343,211 332,002 248,988 197,991 
Common equity** xccss osc. caer eae Soncienta cts Carer 2,298,126 2,142,810 1,870,681 1,768,322 1,670,192 
Minority “interest: * 55%. eis ean einen parents tates Sra aero eee 161,143 128,315 42,440 42,314 16,555 
Long term debt* (including current portion) .................. 2,514,302 2,315,784 2,175,186 1,910,981 le(ialnooe. 
Gapitalkexpenditures: crane cnc = ft. ts ucieyceie seis ices a eee nole tes netoc snore 994,878 895,295 870,734 616,134 551,116 
Common Share Data 
Earnings per common share 
— before extraordinary items ........... cece cece eee eee $6.45 $6.20 $5.57 $5.04 $4.44 
= after extraordinary Items. p2. eens ne ee oe eee $6.50 $7.50 $5.57 $5.18 $4.41 
Assuming full conversion of convertible preferred shares 
and exercise of warrants 
= before extraordinary items ai. ysis ean te eee $5.97 $5.87 $5.34 $4.86 $4.32 
— “after extraordinary itemsic.ic.500 5 Se oe cee $6.01 $6.99 $5.34 $4.99 $4.30 
Dividends-per common: share S.vcnto0.8 eee. eee $3.58 $3.44 $3.12 $2.85 $2.65 
Equity: per COMMON. Share or... nee emt ceva neat eae en nee Oe $56.58 $53.89 $50.10 $47.79 $45.30 
Average common shares outstanding (thousands) .............. 40,106 38,998 37,128 36,931 36,808 
Per cent of common shares held in Canada* ................. 96.7 97.9 96.0 96.0 95:9 
Number of shareholders (including preferred)* ............... 225,457 231,689 230,630 237,458 240,950 
Bell Canada — Non-Consolidated Data 
Income Statement Items (thousands of dollars) 
Operating evenues 24.cken as ek eee, $1,903,924 $1,665,870 $1,440,123 $1,275,204 $1,125,416 
Operating expenses. . j:4:.c.c. rn ee eee eee 1,372,123 1,175,693 1,010,715 875,988 766,414 
OUNER JINCOMO a oe toss Ses eae yaaa teens ee er ened eee eee 65,227 53,340 44,630 39,278 32,203 
Interest charges $s. ..t steel Anes ee eee exe eee 172,570 156,218 127,590 113,225 98,701 
INCOME TAXES. d.e.500 fs os See ee I ee ee eee 185,825 174,243 161,138 149,759 126,808 
income betore extraordinary ll6mS=meceek «ee ee ne 238,633 213,056 185,310 175,510 165,696 
Netincome fo. 2c bia 55 ccmnes ho tee Ee oie, Sheers ners cee 238,633 305,653 185,310 180,906 164,788 
Per cent return on total capital — before extraordinary items . 8.7 8.5 8.0 (eS) 7.8 
Interest in per cent of total average debt ....................5. 7.4 7.2 6.7 6.4 6.2 
Times interest charges earned — before extraordinary items 
eibefore Income taxes. ..hxci tes. nokia. hota ene 3:5 3.5 Chi 3.9 4.0 
= alter. iNCOMe taxes b..7.1.., sonnet meen eas ee ee ee nen ee 2.4 2.4 Pass, 2.6 2.7 
Balance Sheet Items (thousands of dollars) 
Telecommunication property — net* ....................«<..- $5,209,258 $4,680,463 $4,231,486 $3,754,816 $3,454,364 
Investments * Ob hires 0 bon Nowh Cobo etn aca g cmc Sebo NM Ooeu 323,534 323,011 343,819 319,674 318,199 
Preferred UL Ain Da ence 5.) OMe UnS Eon sao ote oc 376,997 343,211 332,002 248,988 197,991 
Common equity *: se) s staat eed eas ces ae een ee eee 2,136,299 2,030,949 1,769,539 1,705,811 1,640,672 
Long term debt * (including current! portion) 2:2. sen. 2,355,572 2,160,926 1,983,453 1,772,238 1,652,238 
Capital-experiditures: 6 aan \ o neenwa ena te crn ee eee 900,692 809,635 783,103 554,218 507,716 
Other Statistics 
mTetephones-in :Sservice ©... eer ews ae eee es 8,301,433 7,888,581 7,518,505 7,102,308 6,742,184 
Local calls (HOUSANGS)! tes 2 doo: pees AS. oe eet de te ee 11,064,275 10,560,102 10,390,353 9,849,738 9,464,990 
Fongadistancesmessagess (thouSands) iments aerate ian arene 528,019 490,627 448,438 395,851 350,951 
NUMbers Of CMplOVGOS* Sete. ahi lye cadet reas eneiets ne 48,133 44,904 46,484 43,033 40,953 
Salary and wage payments (thousands of dollars) ............. $646,379 $561,232 $487,116 $421,841 $376,129 


* At December 31 


TYears 1972 to 1975 have been restated — see note 1 of the Notes to Financial Statements. 
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Bell Canada, part of 
Trans-Canada 
Telephone System 


The following publications are available 
to shareholders, without charge, upon 
written request to: 

The Secretary 

Bell Canada 

1050 Beaver Hall Hill 

Montreal, Quebec 

H38C 3G4 


Form 10-K 

Bell Canada’s Annual Report on Form 10-K, 
as filed with the Securities and Exchange 
Commission in the United States. 


Shareholder Dividend Reinvestment 
Plan Brochure 

Outlines a dividend reinvestment and 
stock purchase plan provided by the 
Company for the benefit of common 
shareholders. 


Annual Statistical Report 
Intended for those desiring further data 
On our operations. 


ARO4 ct with the Communi- 


cauons union Vanada covering some 8,000 
operators and dining service employees 
expired in November, 1976. Following 
extended negotiations, the CUC sought 
conciliation assistance from the federal 
Department of Labour in December. A 
conciliation officer has been appointed and 
meetings got under way in January. 
Negotiations on a new contract with the 
Communications Workers of Canada, 
representing approximately 13,000 craft 
and service employees, culminated in 
December with the filing of a report by a 
conciliation commissioner to the Minister 
of Labour. The Company accepted the 
report and made an offer incorporating its 
proposals. The union then submitted the 
offer to a membership vote. Late in January, 
the CWC announced that its members 
had voted in favor of accepting the Com- 
pany’s offer, and a contract was signed 
on February 4. 


Dividends Increased 
During the quarter common dividends were 
increased for the fifth successive year. The 
Anti-Inflation Board had deferred approval 
of a requested increase in April but later 
authorized the Company to raise the 
common dividend in October by seven 
cents to 93 cents quarterly. This brought 
the indicated annual common dividend rate 
to $3.72, compared with $3.44 previously. 
Late in January, 1977, the Company was 
informed by the Anti-Inflation Board that it 
will not intervene if the Board of Directors 
decides to declare a further increase in the 
quarterly common dividend rate from 93 
cents to $1.02. Such an increase will be 
considered by Bell Canada’s Board of 
Directors at its next meeting on February 23. 
If declared, the increased dividend would be 
payable on April 15. The indicated annual 
common dividend rate would be $4.08. 


Executive Changes 

J. E. Sinclair, formerly Deputy Comptroller 
(Operations), was appointed Vice-President 
(Systems). J. E. Skinner, Temporary Vice- 
President (Systems), returned to his former 
position of Vice-President (Administration), 
Ontario Region. 


A. Jean de Grandpré, Chairman 
February 9, 1977 


Printed in Canaaa 
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Bell Canada and Subsidiary Companies 
Consolidated Income Statement 


(thousands of dollars) 
Three months ended Twelve months ended 


December 31 December 31 
1976 1975(1) 1976 1975(1) 
Operating! revenues)... 9 !:,4.2 4.2 $536,182 $480,609 $2,056,684 $1,790,971 
Operating. expenses ia. ane 394,910 323,895 1,483,825 1,268,549 
Net operating revenues ............ 141,272 156,714 572,859 522,422 
Sales revenues — manufacturing and 
distributing: oie'>.. Pence eee eee 271,629  °235;452 (1,101:374. 9 Gz 
Cost of sales and expenses........... 242,850 212,229 972,643 893,637 
Net sales revenues ................ 28,779 23,220 129,231 127,078 
Totalinet revenucse:.7 5 ee ee 170,051 179,937 702,090 649,500 
Other income 
Interest charged to construction .... 4,363 4,540 15,559 18,249 
Equity in net income of associated 
Companies... CeAti eee cee 3,042 3,128 11,705 S300 
Miscellaneous: 2.4 cuee ater oe 8,939 3,776 29,296 11,652 
Income before underlisted items .... 186,395 191,381 758,650 687,758 
Interest -charges*. Sine. eee ene 49,581 44,657 191,581 175,144 
InCOMe taxes: . 4) ere ee ee 59,298 64,406 251,774 232,389 
Minority interests 4.55) ees ee eee 6,986 5,709 ae fl A 13,441 
115,865. 4 earZ 471,126 420,974 
Income before extraordinary items .. 70,530 76,609 287,524 266,784 
Extraordinary, items(2)i te eee 767 53,007 2,188 50,578 
Net income...) or... 5 2a ee 71,297 > =t29'G16 289,712 317,362 
Dividends on preferred shares ........ 8,001 7,158 28,847 24,845 
Net income applicable to common 
Shares). ee eee eee $ 63,296 $122,458 $ 260,865 $ 292,517 
Earnings per common share* 
— before extraordinary items .. .. $1.54 S175 $6.45 $6.20 
— extraordinary items ........... $0.02 Sess $0.05 $1.30 
— after extraordinary items ....... $1.56 $3.08 $6.50 $7.50 


Assuming full conversion of convertible 
preferred shares and exercise of 


warrants 
— before extraordinary items ..... $1.44 $1.60 $5.97 $5.87 
— extraordinary items ........... $0.01 $1.11 $0.04 $1.12 
— after extraordinary items ....... $1.45 $2.71 $6.01 $6.99 
Dividends declared per common share | $0.93 $0.86 $3.58 $3.44 
“Based on average common shares 
outstanding (thousands) ......... 40,476 39,715 40,106 38,998 


(1) In 1976, the investments in Maritime Telegraph and Telephone Company, Limited and The New Brunswick 
Telephone Company, Limited which were fully consolidated in 1975, are carried on the equity basis 
because Bell Canada’s ownership in common shares of these companies was reduced to less than 50% 
in the third quarter of 1976. For comparative purposes the 1975 figures have been restated to reflect the 
equity accounting for these investments. However, this restatement had no effect on the net income. 


G. L. Henthorn, Vice-President & Comptroller 


Consolidated Statement of Changes in Financial Position 


(2) Extraordinary items 


(thousands of dollars) 


Twelve months ended 


December 31 


1976 1975(1) 
Source of funds 
Operations — 
Income before extraordinary items .............. $ 287,524 $ 266,784 
Items not affecting current funds — 
Depreciation: pwr... Semmes |. eve ue ak wep 427,327 380,739 
Deferred income taxes .....|.............. 93,156 85,171 
Interest charged to construction ............ (15,559) (18,249) 
OER Net het Win Wee! OU ai 2 33,462 17,854 
hotal.trom-operationse .4!: . 2. aed 4oe ook 825,910 732,299 
PILAOKGINArValt@IMie)ie ewe et). sect le bakes 2,188 — 
Net proceeds from the sale by Bell Canada 
of common shares of a subsidiary (2) ............ ~ 1135112 
Proceeds from long term debt ......./..:........... 219,333 234,004 
Proceeds from preferred shares .................... 68,248 123,336 
Proceeds from issues of shares by subsidiaries to 
mumonty Shareholders: -eteten ts... wa SA Sake 11,748 13,982 
Issue of common shares upon conversion of 
convertible preferred shares ................... 34,655 112,258 
DS eeuanlOOUS joie cll One|. Shh aboan s Nae 33,023 17,216 
Decrease.in working capital. 6.4)... keeps 106,308 _ 
$1,361,413 $1,351,207 
Disposition of funds 
Capital expenditures — 
Gross capital expenditures .................... $ 994,878 $ 895,295 
Deduct: charges not requiring funds ............ (26,064) (27,981) 
Increase (decrease) in material and supplies ..... 26,351 (4,778) 
INGLeXPENCiLGres cle mumeen | ... oly Soe e x 995,165 862,536 
EXUAOLOiiahys OMe eye ts aden Ae, Vs oa oe RSs Feo Se 2,429 
Dinsaends, DyibelCanada. va. sone d -2.05 orate de slacne 172,816 160,263 
Dividends by subsidiaries to minority shareholders .... 8,600 4,147 
Reuucuon of longterm. debt.) femme). kas og ii2.o23 W205 
ACOLISITION OLMNVESIIMGENIS (2: hy eet sg). de abd wees ees 34,582 8,234 
Conversion of preferred shares ....../.............. 34,684 Ad2,261 
MISCEIIANCOUS A Seller a co 2,743 S124 
Inciease.in WOrkIng Capital @ creer fe btu _ 85,941 
$1,361,413 $1:3515207 


1976 — reduction of income taxes arising from the utilization of prior years’ tax losses of a subsidiary of 
Northern Telecom Limited, after deducting minority interest of $342,000 and $975,000 
respectively for the three month and twelve month periods ended December 31, 1976. 


1975 — gain of $53,007,000 (net proceeds of $118,112,000 after deducting income taxes of $13,759,000) 
arising from the sale of 5,250,000 common shares of Northern Telecom Limited. 


— provision of $2,429,000 after deducting income taxes of $2,100,000 and minority interest of 
$471,000, for costs of terminating the semiconductor business of a subsidiary of Northern 


Telecom Limited. 


Bell Canada’s unaudited consolidated 
earnings per common share, before extra- 
ordinary items, for 1976 were $6.45, com- 
pared to $6.20 for 1975. Consolidated 
earnings per common share, before 
extraordinary items, for the fourth quarter 
were $1.54, compared to $1.75 the previous 
year. The decrease in quarterly earnings 
was due mainly to the failure of revenues to 
keep pace with increases in expenses. 

For the year, total consolidated revenues 
were $3,158.6 million ($2,811.7 million), 
and, for the quarter, $807.8 million ($716.1 
million). For the 12 months, income before 
extraordinary items was $287.5 million 
($266.8 million), and, for the quarter, 
$70.5 million ($76.6 million). 

These results reflect the inclusion of The 
New Brunswick Telephone Company, 
Limited, and Maritime Telegraph and 
Telephone Company, Limited, contribu- 
tions to earnings on an equity basis rather 
than on a fully consolidated basis. 

For the year, non-consolidated earnings, 
before extraordinary item, were $5.23 per 
common share, compared to $4.83 last 
year; for the quarter, earnings, before 
extraordinary item, were $1.24 per share, 
compared to $1.49 in 1975. For the year, 
non-consolidated operating revenues 
totalled $1,903.9 million ($1,665.9 million), 
and, for the quarter, $494.8 million ($446.9 
million). Income before extraordinary item 
for the year was $238.6 million ($213.1 
million) and, for the quarter, $58.1 million 
($66.4 million). 

During the year, to meet the demand for 
telecommunication services, consolidated 
capital expenditures rose to a record level 
of $994.9 million. 


Rate Application 
Bell Canada’s rate application, filed on 
November 3 with the Canadian Radio- 
television and Telecommunications 
Commission, seeks approval for a new 
schedule of rates which, if in effect from 
March 15, was designed to add an 
estimated 6.5 per cent to revenues in 1977. 
In 1974, the Canadian Transport Com- 
mission decided that a reasonable rate of 
return on common equity for Bell Canada 
would be 11 to 12 per cent. The minimum 
of that range has not been reached. In 


today’s circumstances it is estimated that a 
reasonable rate of return on the Company’s 
common equity would be in the range of 
13 to 15 per cent. However, taking into 
account the fight against inflation and the 
need for restraint, Bell Canada applied for 
an increase in rates that was designed to 
produce a 12 per cent return on common 
equity in 1977, the level considered reason- 
able more than two years ago. Since the 
application was filed, adverse changes in 
the economic climate have made it more 
imperative than ever that increased rates 
come into effect as soon as possible. 
Included in the application is a proposal 
to improve and upgrade rural telephone 
service by reducing to four the maximum 
number of parties per line. Starting in 1977, 
the project would take five years to complete 
No date for hearings on the application 
had been set by the CRTC at the time this 
report was prepared. 


Charter Amendments 

A Bill to amend Bell Canada’s charter was 
introduced in the Senate of Canada on 
December 1. Following scrutiny by the 
Senate Committee on Transport and 
Communications, Bill S-2 was approved 
without change by the Senate as the Bill 
received third reading. The Bill was then 
submitted to the House of Commons where 
it received first reading before the House 
recessed prior to Christmas. 

One of the Bill’s basic objectives is to 
raise the Company’s maximum authorized 
capital from $1.75 billion to $5 billion. 
Another is to modernize the financial 
provisions of the Company’s Act of Incor- 
poration to allow Bell Canada the same 
range of financing options and arrange- 
ments that are available to its competitors 
in the financial marketplace. These would 
include the general borrowing power 
granted to most companies, authority to 
split the stock if desirable and permission 
to issue capital stock without having to 
obtain from the regulatory agency specific 
prior approval of the terms of each issue. 


Labour Relations 

In November, 1976, new one-year contracts 
(effective from December 1) were signed 
with the Canadian Telephone Employees’ 
Association, representing approximately 
15,000 clerical and communications sales 
personnel. 


